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PREFACE 


The  papers  in  this  report  were  presented  at  the  Southeastern 
Milk  Policy  Conference  held  in  Asheville.  North  Carolina,  on  October 
1 and  Z,  1963,  This  conference  was  sponsored  by  the  Agricultural 
Policy  Institute  as  part  of  its  program  in  agricultural  adjustment  and 
public  policy.  More  than  120  producer  leaders,  educators,  milk 
dealers  and  other  interested  persons  attended.  The  conference  was 
made  possible  by  financial  assistance  from  the  W.  K.  Kellogg  Foun- 
dation, 

The  conference  provided  a forum  for  the  discussion  of  ideas  and 
experiences  relating  to  the  improvement  of  milk  regulation  in  the  cen- 
tral southeastern  states.  To  enrich  the  subject  matter,  to  provide  a 
broad  basis  of  experience,  and  to  abstract  the  discussion  as  much  as 
possible  from  local  issues,  outstanding  people  in  this  field  were  in- 
vited from  outside  the  area  to  discuss  and  outline  their  own  experiences. 

The  papers  presented  the  supply-demand  situation  and  the  role  of 
regulation  in  the  milk  field.  Further  discussions  considered  changing 
conditions  hampering  milk  regulation.  Experiences  and  suggestions  for 
improvements  were  also  solicited. 


in  The  general  plan  for  the  conference  program  was  developed  by 
the  following  committee:  A.  J.  Ortego,  Virginia  Polytechnic  Institute; 

Calvin  Reeves,  Clemson  College;  John  S.  Conner,  Universitv  of  Geor- 
gia; Ralph  Eastwood,  University  of  Florida;  Lowell  Wilson.  Auburn 
University;  j'.  V.  Whitaker,  Secretary  of  the  North  Carolina  Milk 
Commission;  D.  T.  Redfearn,  Coble  Dairy;  and  J.  Everett  Flora, 
Sealtest  Foods.  Representing  North  Carolina  State  were:  George  L. 

Capel,  Henry  A.  Homme  and  J.  D.  George. 
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MILK  SUPPLY  AND  PRODUCTION  COSTS 


Charles  E.  French* 


Milk  supply  and  production  costs  are  meaningful  only  in  a broad 
context.  Such  will  be  my  format.  First,  I will  view  the  agricultural 
setting;  second,  the  place  of  dairying  in  it;  and,  third,  the  implications. 

The  Agricultural  Setting 

Certainly  all  is  not  well  in  agriculture.  Indeed,  all  is  not  well 
any  place,  it  seems.  It  has  been  said,  "Men  are  not  now  working  to- 
gether happily  and  effectively.  There  is  said  to  be  a lack  of  control 
in  the  home,  restlessness  in  the  school,  apathy  in  the  church,  shirking 
in  the  shops,  dishonesty  in  the  counting  houses,  grafting  in  politics, 
crime  in  the  city,  and  bolshevism  threatening  all  our  institutions.  " 

But  agriculture  seems  to  have  unique  problems. 

1.  The  surplus  issue  raises  economic  questions  and  makes 
nonfarmers  mad. 

2.  Farm  incomes  by  most  standards  have  continued  to  lag  those 
of  city  neighbors. 

3.  Hourly  earnings  in  farming  have  not  risen  relative  to  in- 
creased output  per  man-hour  nearly  as  much  as  have  nonfarm  earnings. 

4.  Individual  farmer  self  interest  seems  in  conflict  with  group 
interest  in  agriculture. 

5.  Lower  subsidies  and  less  public  concern  for  agriculture  seem 
sure  and  has  been  dramatized  in  recent  years. 

6.  Established  markets  for  farm  products  have  become  fickle 
and  are  challenged  by  consumer  reaction  to  such  intangibles  as  medical 
research  or  atomic  fallout. 


^Department  of  Agricultural  Economics,  Purdue  University. 
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7.  Foreign  markets  are  facing  the  most  severe  competition  in 
40  years,  mostly  from  our  friends. 

8.  Farm  youth  are  finding  themselves  at  a competitive  disad- 
vantage for  many  of  the  best  jobs. 

9.  Some  of  the  best  leadership  is  moving  off  the  farm. 

10.  Cultural  boundaries  have  disappeared  between  city  and  coun- 
try and  country  demands  have  increased  to  the  point  that  country  kids 
want  to  take  the  late  bus  home  from  school  and  farmers'  wives  want 
to  play  golf. 

Out  of  this  comes  a new  and  unbecoming  countenance  for  agri- 
culture - -agriculture  appears  to  be  running  scared. 

To  psychoanalyze  agriculture's  fear  is  not  my  job  today.  Suffice 
it  to  say,  I think  it  exists. 

Moreover,  the  future  we  see  is  not  too  different  from  the  past. 
Looking  ahead  to  1970,  these  predictions :A/ 

1.  Average  earnings  of  commercial  family  farmers  are  likely 
to  rise  during  the  1960's  at  a rate  about  equal  to  the  rate  of  increase 
in  earnings  of  nonfarm  people. 

2.  These  commercial  farmers  will  do  as  well  or  better  than 
they  would  do  in  other  employment. 

3.  Per  capita  net  incomes  of  farmers  will  increase  about  20 
percent  during  the  1960's. 

4.  A below  average  farmer  will  be  worse  off  relative  to  the 
rest  of  the  economy  in  1970  than  now. 

5.  Only  one  farm  boy  in  ten  will  have  a bright  future  in  agri- 
culture. 

6.  The  other  nine  farm  boys  can  be  one  of  our  greatest  wasted 
resources  unless  their  parents  create  the  proper  opportunities  for 
them. 


for 


— Bauman,  P_.  H.  , 
Farming  in  Indiana,  " 


et  al.  "Intermediate  and  Longer -run  Outlook 
Purdue  University  Mimeo  EC -235,  Oct.  1961. 
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7.  The  price  and  income  programs  in  agriculture  have  been 
milked  for  about  all  we  can  expect  since  they  have  moved  resources 
out  of  agriculture  at  a surprising  rate  while  keeping  a reasonable 
agricultural  image  before  a rather  hostile  public. 

In  many  ways  dairying  is  a focal  point  in  agricultural  policy. 
Three  big  agricultural  movements  are  converging  for  some  inevitable 
showdowns.  All  are  very  much  in  evidence  in  dairying. 

First,  development  of  a wave  of  countervailing  power  ideas  has 
swept  through  agriculture.  The  range  in  these  bargaining  coalitions 
is  wide,  but  the  momentum  is  there  and  enough  of  them  are  now  of 
age  that  some  issues  must  be  put  to  test. 

Second,  marketing  orders  have  now  been  brought  to  the  fore  in 
much  greater  prominence.  Current  attitude  to  try  to  spotlight  "ex- 
emptions'* among  commodities  as  contrasted  to  past  attitudes  of 
spotlighting  "eligibles"  shows  the  modern  position.  Whether  or  not 
orders  will  be  the  social  vehicle  through  which  we  "manage  our  abun- 
dance" must  be  tested. 

Third,  the  structural  changes  in  food  processing  seem  near 
enough  to  danger  points  that  many  people  are  alarmed.  Monopoly  and 
vertical  integration  are  not  new  terms  to  most,  but  they  have  new 
meaning  to  many,  especially  the  politicians,  interested  in  the  market- 
ing of  food  in  the  decades  ahead. 

These  movements  are  not  unrelated  and  their  increased  tempo 
is  not  imaginary.  Growth  of  large-scale  government,  general  busi- 
ness, and  labor  has  given  farmers  ideas.  Camouflaging  of  how  farm 
prices  are  made  has  given  farmers  cause  to  suspect.  Disappearance 
of  some  farm  markets  has  given  farmers  reason  for  drastic  adjust- 
ment. The  natural  maturing  of  the  American  economy  has  given 
farmers,  along  with  the  rest  of  us,  some  social  choices  that  are  not 
easy. 


Milk  is  a good  laboratory  medium;  few  things  will  grow  or- 
ganisms competitively  with  it.  Likewise,  the  dairy  marketing  in- 
dustry is  a good  laboratory  for  social  experiments  in  managed 
marketing.  Politically  it  can  spawn  ideas  or  conflicts.  Economic 
problems  or  social  experiments  in  marketing  tend  to  find  a comfort- 
able home  here. 
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Dairying  Today 


For  two  decades,  the  United  States  ha.s  had  more  milk  than  it 
could  use  in  normal  commercial  operations.  Currently  we  have  11 
cans  and  need  only  10.  World  War  II  exports  kept  the  situation  tol* 
erable  during  that  period  and  since  1952  struggling  government 
programs,  aided  by  a growing  population,  have  prevented  a rather 
serious  "running  through  the  economic  wringer"  for  dairymen.  In- 
comes by  most  comparisons  have  been  less  than  dairy  farmers  have 
thought  to  be  fair;  Secretary  of  Agriculture  Benson  inferred  that  he 
agreed  with  the  farmers  and  Secretary  Freeman  has  explicitly  agreed 
with  them.  The  rest  of  the  current  administration  and  much  of  the 
general  public  have  made  it  clear  that  this  level  of  subsidy  is  as  much 
as,  if  not  more  than,  dairy  farmers  can  expect. 

Surplus  supplies  have  altered  marketing  and  distribution  prac- 
tices by  imposing  a large  price  support  operation  upon  commercial 
channels,  altering  materially  the  proportion  of  manufacturing  milk 
going  through  the  fluid  system,  stimulating  "free  wheeling"  price  cuts 
and  new  trade  practices  in  the  fluid  industry,  and  probably  facilitating 
some  desirable  widening  of  markets.  High  mortality  of  dairy  plants 
has  resulted,  particularly  among  the  smaller  independents.  Govern- 
ment regulation  has  increased,  pa.rticula.rly  through  federal  orders. 

Despite  marked  internal  upheavals,  the  situation  continues  to 
move  along  with  much  similarity  from  year  to  year,  and  tends  to  em- 
barrass those  who  jump  to  predict  big  changes,  especially  improve- 
ments, from  trends  such  as  the  recent  ones  which  have  seen  cow 
numbers  down,  rate  of  increase  in  production  per  cow  slowed,  con- 
sumption of  venous  items  up,  and  government  purchases  down.  A 
substantial  drought  over  much  of  the  dairy  industry  and  an  unexplain- 
able consumption  bulge  hardly  give  basis  for  predicting  that  dairying 
is  "out  of  the  woods.  " 

Three  basic  general  programs  for  price  and  income  subsidy  for 
dairy  farmers  have  been  operated  or  discussed,  and  currently  no 
others  are  being  given  serious  thought.  Price  programs  similar  to 
the  current  one  have  dominated.  Demand  expansion  programs,  such 
as  ADA.,  have  also  been  operative.  Supply  control  programs  have 
received  much  talk  but  little  actusd  practice. 

Demand  expansion  programs  will  be  continued  at  a.n  expanded 
rate.  The  effects  of  these  are  difficult  to  evaluate.  Most  economists 
do  not  expect  that  they  will  ever  be  adequate  to  do  the  whole  job.  Most 
of  the  effort  here  will  remain  with  the  distribution  industry.  The 
farmer -financed  programs  here  are  not  extensive  relative  to  other 
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programs.  For  example,  it.  has  recently  been  reported  that,  the 
following  expenditures  for  advertising  were  made  in  1962:  National 

Dairy  Products.  $23  million;  Borden  Company,  $10  million;  Carna- 
tion Company,  $8.  9 million;  and  Pet  Milk  Company,  $8.  4 million. 
Demand  increases  in  recent  years  have  been  primarily  from  popula- 
tion increase  and  government  needs.  It  is  doubtful  that  this  picture 
will  change  much. 

Supply  control  on  a national  basis  appears  dead  for  the  imme- 
diate period  ahead.  Dairy  farm  support  is  inadequate  to  make  a 
serious  attempt  for  it  and  few  others  have  any  real  reason  to  be  in- 
terested. Many  are  opposed.  The  National  Farmers  Organization 
is  working  toward  a program  of  this  type,  particularly  in  a 10-state 
area  of  the  Midwest  and  Lake  state  area.  Progress  has  been  sporadic. 
Supply  control  issues  will  still  get  much  discussion,  but  substitution 
of  these  for  the  present  program  seems  unlikely  in  the  next  few  years. 

Price  programs  will  continue  to  predominate.  They  will  con- 
tinue to  be  lackluster  in  nature  and  not  too  different  from  what  we 
have  known.  We  are  committed  as  a nation  to  a plentiful  food  supply 
at  moderate  prices,  some  reasonable  stocks  for  strategic  reserve, 
adequate  supplies  for  processors,  and  moderate  subsidies  for  dairy 
farmers.  Past  success  of  these  programs  assures  them  first  billing 
as  the  most  effective  way  to  accomplish  the  above.  Their  lackluster 
appearance  has  been  set  forth  pointedly  by  the  straightforward  attitude 
of  this  current,  somewhat  liberal  administration  that  currently  justi- 
fiable usage  of  surplus  sets  the  level  of  subsidy  and  little  altering  of 
normal  market  operations  should  take  place. 

This  means  emphasis  on  production  adjustments  and  marketing 
improvements.  The  apparently  piecemeal  and  subtly  related  topics  of 
this  forum  have  become  the  battle  front  of  economic  progress  in  the 
dairy  industry.  Pressures  are  on  for  special  interest  groups  in  agri- 
culture to  try  to  get  more.  This  is  a paradox- -as  agriculture  shades 
to  a minority,  need  for  a united  front  becomes  paramount  but  fraction- 
ation is  occurring. 

Issues  in  this  type  of  complex  are  broad  and  often  nondescript. 
The  industry  tries  to  assess  the  possible  impact  of  a new  product  or 
acceptance  of  an  old  one  such  as  sterilized  milk  long  used  in  Europe. 
Cooperatives  look  to  logical  answers  concerning  merger,  or  their 
legal  future.  Independent  dairies  talk  of  increased  trade  practice 
legislation.  A large  farmer  wonders  about  processing  possibilities. 
Class  1 quotas  as  a part  of  federal  orders  are  pondered.  The  future 
of  state  regulation  is  compared  against  the  growth  of  federal  orders. 
Regional  organizations  look  at  the  interstate  road  building  progress 
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and  plan  plant  locations.  Fluid  plants  of  one  million  pounds  per  day- 
are  common  talk.  Huge  manufacturing  plants  are  built  with  no  cer- 
tainty that  they  will  ever  be  used  for  processing,  possibly  only  for 
bargaining.  Ice  cream  formulas  are  decided  by  electronic  computers. 
The  list  could  go  on  and  on.  The  mixture  involves  producer,  proces- 
sor and  government;  fluid  and  manufacturing;  Wisconsin  and  North 
Carolina;  and  national,  regional,  and  local  programs. 

Often  I think  farmers  are  facing  these  issues  with  about  the 
confidence  and  technical  know  how  with  which  they  faced  farm  man- 
agement in  1943,  Processors  and  we  in  public  service  are  in  about 
the  same  state.  We  must  sharpen  our  wits,  and  our  pencils , on  such 
issues , 


Some  Implications 


1,  Fluid  Markets  Will  Widen,  That  fluid  markets  are  widening 
is  well  established.  This  will  continue.  Geographic  quality  differ- 
ences in  milk  approved  for  fluid  use  are  not  technically  defensible  in 
most  instances  today" . Interstate  and  other  improved  highways  are 
opening  the  hinterlands,  A study  just  completed  at  Purdue  suggests 
strongly  that  area  size  in  federal  orders  is  not  a big  issue  so  long  as 
appropriate  measures  are  taken  to  align  marketing  provisions  among 
markets.  The  USDA  has  been  working  for  a long  time  to  standardize 
provisions  of  federal  marketing  regulations;  this  work  will  be  intensi- 
fied, Some  local  market  concept,  however,  would  appear  sensible. 
People  must  work  together;  marketing  provisions  will  tend  to  expand 
regulated  areas  so  long  as  common  interests  tend  to  prevail.  This 
has  meant  widening  market  areas  and  will  continue  to  mean  this. 
Tendencies  to  standardize  provisions  among  orders  will  facilitate 
movement  of  milk  regardless  of  area  definition.  Merger  of  cooper- 
atives will  continue  and  will  facilitate  wider  movement.  Another  of 
our  studies  has  shown  that  distribution  costs  are  exceedingly  low  in 
modern  vehicles  relative  to  processing  cost  advantages  of  large 
plants.  Processing  economies  of  scale  in  plants  processing  up  to 
120,  000  quarts  under  the  most  conservative  assumptions  more  than 
offset  diseconomies  in  distribution  within  a sales  area  radius  of  as 
much  as  300  miles.  Plant  size  is  increasing  rapidly,  particularly  in 
regional  and  national  chain  organizations.  This  volume  must  move. 

A study  of  optimum  movement  of  milk  among  federal  orders  with 
existing  class  prices  suggested  considerable  pressure  for  more 
movements  both  in  bottled  and  fluid  form. 

2.  Federal  Orders  Will  Expand,  Number  of  federal  orders 
increased  from  29  in  1947  to  83  in  1962;  producer  receipts  under 
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orders  from  1 5 to  52  billion  pounds.  Order  areas  in  1962  covered  94 
million  people  as  contrasted  to  40  million  in  1952.  Orders  now  regu- 
late 47  percent  of  all  milk.  Much  of  the  expansion  of  orders  after 
World  War  II  was  because  of  local  interest  protecting  itself  against 
outside  interest.  Such  problems  still  exist.  Unregulated  areas  will 
be  put  under  pressure  to  come  under  orders.  State  regulated  areas 
will  also  be  pressured.  State  boundaries  today  seldom  conform  to 
market  boundaries.  Growth  of  marketing  institutions,  both  coopera- 
tive and  proprietory,  find  it  more  and  more  difficult  to  work  with 
state  boundaries.  Overlap  of  state  and  national  policies  will  put  more 
pressure  on  state  institutions  when  conflict  arises.  Federal  orders 
have  been  a springboard  for  super  pool  premiums  for  about  one-third 
of  the  federal  order  markets.  Pressure  to  use  orders  for  this  purpose 
will  continue.  If  Class  I quotas  become  a successful  part  of  federal 
orders,  pressure  will  bring  more  areas  under  orders  to  effect  this 
plan. 


3.  Fluid  and  Manufacturing  Interests  Will  Tend  to  Converge. 

It  was  recently  estimated  that  two-thirds  of  the  whole  milk  marketed 
from  farms  was  eligible  for  fluid  use  in  1962.  About  one -third  of  the 
milk  used  for  manufactured  dairy  products  nationally  is  eligible  for 
fluid  use.  Increasingly  more  of  the  farm  production  is  moving  into 
commercial  channels.  You  in  the  South  are  aware  of  this.  Sales 
from  farms  here  have  grown  from  about  one-third  of  output  in  the 
1920's  to  88  percent  in  1962.  Manufacturing  grade  milk  is  a rather 
highly  localized  industry  today;  about  one-half  is  sold  in  Minnesota 
and  Wisconsin.  The  rapid  movement  of  cooperatives  into  manufac- 
turing facilities  in  basically  fluid  areas  is  of  considerable  concern. 
These  plants  may  be  justified  for  bargaining,  surplus  handling  flex- 
ibility, keeping  up  with  the  Joneses,  or  what  have  you,  but  the  simple 
fact  is  that  they  must  depend  on  surplus  bottling  quality  milk.  Federal 
order  alignment  increasingly  recognizes  blend  prices  and  thus  must 
consider  intra-industry  issues.  Cooperative  economics  and  law  both 
are  pressuring  operating  cooperatives  to  recognize  these  issues.  The 
type  of  price  and  income  programs  I expect  point  toward  increased 
intra-market  considerations.  Quality  standards  are  merging.  All 
these  things  suggest  that  fluid  and  manufacturing  interest  must,  tend  to 
converge. 

4.  Volatile  Competitive  Situation  Will  Continue  in  Fluid  Distri- 
bution.  Some  liken  the  fluid  sales  picture  to  a competitive  jungle. 
Climate  propagates  a jungle,  and  the  climate  won't  change  much. 
Growing  monopoly  power,  improving  technology,  relaxing  of  health 
barriers,  increasing  overhead  of  large  plants,  growing  supermarket 
distribution,  increasing  vendor  and  dairy  store  sales,  and  continuing 
surplus  raw  milk  supplies  make  up  the  climate.  Local  monopolies 
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cannot  long  endure  in  such  a climate.  Attempts  to  mold  competition 
will  continue  at  federal  and  state  levels,  but  the  regulation  will  be 
more  of  an  harassment  than  a solution.  The  competitive  position  of 
the  cooperative  is  not  clear.  Countervailing  power  has  been  the 
raison  d’etre  for  many  cooperatives  for  year s^  but  their  special 
undergirding  for  this  job  is  being  challenged.  Antitrust  agencies  are 
looking  with  askance  at  both  their  methods  and  their  bed  fellows.  For 
example,  the  ability  to  use  federal  orders  as  springboards  for  super 
pool  bargaining  may  be  challenged. 

5.  Marketing  Coordination  Will  Be  Emphasized.  The  long-time 
passive  attitude  of  farmers  toward  marketing  is  changing.  Without 
doubt,  farmers  are  wanting  to  "do  something"  about  farm  policy.  Often 
this  involves  bargaining  strength,  new  marketing  ideas,  government 
sanction,  and  different  ownership  patterns.  This  administration  has 
put  rather  sharply  contrasting  choices  to  agriculture  - -tight  supply  con- 
trol with  government  sanction  or  a "take -what -you -can -get"  policy  with 
the  burden  for  adjustment  machinery  on  the  industry.  Market  alliances 
and  alignments  must  be  tailored  better  to  suit  the  large  food  chain  buy- 
ers. Sales  agencies  of  suppliers  will  tend  to  be  more  specialized,  more 
modern,  larger  and  more  powerful  units.  Product  innovation  must  come, 
and  the  change  in  attitude  of  the  dairy  industry  on  this  matter  recently  is 
most  encouraging.  Milk  in  its  natural  form  is  no  longer  held  sacred. 
Growing  pains  in  the  developing  market -orientation  in  the  dairy  industry 
exist.  Some  of  the  innovators  a.re  considered  interlopers;  probably  more 
of  the  personnel  in  the  industry  will  lack  the  farm -orientation  of  the 
generation  just  passed. 

6.  Stability  Will  Continue  to  Characterize  the  Industry.  Para- 
doxically, this  seemingly  volatile  industry  is  the  hallmark  of  stability 
in  agriculture.  It  will  probably  remain  so.  Incomes  will  fluctuate, 
but  not  vary  too  much  from  their  current  position  relative  to  other 
agricultural  interests.  Resources  must  move  out,  and  dairying  will 
continue  for  some  time  yet  to  be  a declining  industry.  The  10  leading 
states  produced  63  percent  of  the  milk  last  year.  They  will  hit  close 
to  that  10  years  from  now.  The  North  Central  States  produced  51 
percent  in  1 962,  53  percent  in  1950,  and  54  percent  in  1930.  The 
South  Atlantic  and  South  Central  States  produced  IS  percent  in  1962, 

20  percent  in  1950,  and  19  percent  in  1 930.  Lake  States  manufactured 
72  percent  of  the  products  last  year.  Some  small  changes  are  occur- 
ring here.  During  the  last  10  years,  manufacturing  has  declined 
slightly  in  the  East  North  Central  and  Pacific  States,  increased  in  the 
Atlantic  States  and  showed  little  change  elsewhere.  A recent  USDA 
study  suggests  that  relative  farm  costs  suggest  some  movement  of 
dairy  farming  out  of  the  Northeast  with  greater  concentration  in  the 
Lake  area.  Studies  at  Purdue  have  suggested  the  same  thing.  There 
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is  evidence  that  areas  such  as  parts  of  the  South  and  the  Great  Plains 
have  developed  excellent  dairy  production  by  leap-frogging  from  a 
subsistence  dairying  to  a Grade  A operation  without  the  traditional 
Northeast  and  Lake  State  pattern  of  subsistence-to-cream-to-manu- 
facturing  grade -to -Grade  A.  This  is  economically  sound  and  will 
continue.  However,  local  demand  will  tend  to  increase  along  with 
local  supplies  and  such  developments  will  not  be  a major  factor  in 
total  market  supplies. 
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THE  PURPOSE  OF  REGULATION  AND  HOW  SUPPLY 
CONTROL  CAN  BE  HANDLED 

Hugh  L.  Cook* 


First,  let  us  ask  why  you  are  interested  in  regulation.  The 
states  east  of  the  Appalachian  Mountains  now  have  state  milk  control, 
which  we  may  assume  has  served  them  well.  It  is  my  understanding, 
however,  that  these  state  markets  now  are  about  self-sufficient,  and 
that  state  controls  are  threatened  with  new  milk  supplies.  I under- 
stand that  milk  is  coming  in  from  neighboring  states  and  that  increased 
Grade  A supplies  are  coming  from  local  producers  at  rates  which  keep 
accelerating,  perhaps  faster  than  local  demand. 

The  real  problem  your  producers  now  face  is  how  to  maintain 
dairy  farm  income.  As  your  surpluses  mount  from  this  region,  your 
blends  are  diluted  and  you  increasingly  share  the  problem  which  faces 
the  national  economy,  namely,  the  surplus  problem  and  its  depressing 
effect  on  prices. 

Doubtless  you  are  toying  with  the  idea  of  federal  regulation  for 
what  relief  the  federal  orders  may  afford.  The  federal  orders  can, 
of  course,  regulate  all  the  supplies  that  come  into  the  market  from 
any  state;  your  state  controls  cannot.  Federal  orders  can  do  some 
things  to  preserve  the  classified  pricing  system.  But  I do  not  think 
they  can  protect  you  from  all  the  forces  which  depress  national  dairy 
prices . 


Purpose  of  Federal  Orders 

So  I shall  first  talk  about  the  purpose  of  federal  regulation  with 
some  comparisons  with  state.  According  to  Secretary  Freeman's 
federal  order  study  committee,  the  purpose  of  federal  orders  is  or- 
derly marketing  in  the  public  interest,  implemented  by  supply  and 
demand  pricing.  After  comparing  the  original  purposes  with  the 
trends  in  administration  of  the  Marketing  Agreement  Act  of  1937, 
that  committee  said  as  follows: 
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. . The  system  was  designed  to  cope  with  the  problem 
of  price  depressing  'surpluses'  in  order  that  farmers' 
incomes  might  be  protected  against  periodic  slumps  or 
persistently  depressed  levels.  . . . The  price  'parity' 
formula,  however  tenable  in  1933.  . . is-  economically 
unsuitable  for  fluid  milk.  " 

They  go  ahead  to  say  that  the  parity  formula  has  been  superceded  by 
the  "public  interest"  criterion,  implemented  by  s upply-and -demand 
pricing. 

For  our  purposes  the  public  can  be  viewed  as  farmers,  handlers, 
consumers  and  taxpayers.  So  far  as  I can  see,  federal  order  regula- 
tion promotes  the  interest  of  farmers  by  maintaining  minimum  producer 
prices  to  protect  them  from  the  impact  of  dealer  price  wars.  Minimum 
prices  are  enforced  by  audit  of  dealers  so  that  producer  milk  is  paid 
for  according  to  its  use  value.  Regulated  handlers  are  protected  through 
the  right  to  present  evidence,  cross-examine  witnesses  at  hearings  and 
the  right  of  petition  for  modification  of  such  order  or  their  exemption 
from  it.  It  could  be  argued  that  handlers  often  are  protected  from  com- 
petition for  milk  supplies,  since  producer  price  minimums  may  turn 
out  to  be  maximums.  (Super  pools  are  exceptions  to  this  and,  of  course, 
you  can  name  some  others.)  Resale  prices  are  not  regulated  under 
federal  orders  so  we  can't  say  that  margins  are  protected.  But  many 
dealers  will  tell  you  they  don't  care  much  what  they  pay  for  raw  milk 
so  long  as  their  competitors  must  pay  the  same.  Consumer  interests 
are  protected  in  that  they  pay  only  what  is  viewed  by  the  Secretary  as 
necessary  to  bring  forth  a safe  and  adequate  supply  of  milk.  The 
separate  interest  of  the  taxpayer  needs  little  comment  in  a discussion 
of  federal  orders  which  are  largely  self-supporting,  but  it  does  be- 
come important  when  viewing  alternative  regulations  or  when  evaluating 
the  entire  national  dairy  program. 

No  one  of  these  purposes  is  to  maintain  farm  incomes,  nor  is 
maintenance  of  farm  incomes  necessary  to  any  one  of  these  purposes. 

At  this  point  let  me  serve  notice  that  I may  not  agree  with  this 
statement  of  purposes  of  federal  order  regulation  at  places  further  on 
in  this  talk.  But  in  the  above  I merely  have  tried  to  describe  what 
seems  to  be  the  purpose  of  regulation  as  interpreted  by  three  decades 
of  administration  and  court  action.  In  contrast  to  federal  orders, 
state  milk  controls  are  now  being  used  to  maintain  and  increase  pro- 
ducer prices  and  incomes.  I am  not  prepared  to  discuss  your  state 
orders  in  detail. 
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Other  regulations  which  have  some  relevance  to  farm  incomes 
include  quality  inspection  and  the  unfair  trade  practice  and  antitrust 
activities  of  governments,  though  farm  income  maintenance  is  not 
their  purpose  and  there  are  close  limits  to  the  extent  they  can  be 
used  to  restrict  entry  in  order  to  hold  up  prices. 

Federal  milk  administrators  and  inspection  officials  make  a 
studied  attempt  to  ignore  each  other.  You  and  I know  that  cities  and 
states  restrict  entry  by  quality  inspection  policy  and  that  this  can  be 
used  to  hold  up  producer  prices.  Their  effectiveness  in  using  in- 
spection to  restrict  entry  gradually  has  been  eroded.  Protecting  the 
health  of  consumers  is  the  declared  and  overt  purpose  of  quality  in- 
spection, 

I think  we  may  ignore  the  regulations  by  state  and  federal 
governments  dealing  with  unfair  trade,  price  discrimination,  and 
antitrust  activity.  Federal  order  administrators  don't  get  into  this. 
States  sometimes  bundle  up  this  activity  with  their  milk  control  laws 
in  such  way  as  to  restrict  entry  and  market  development,  but  these 
regulations  are  intended  to  preserve  competitive  market  structures 
and  to  avoid  increase  in  the  height  of  barriers  to  entry.  They  are  not 
intended  to  bear  very  directly  on  restricting  entry  of  raw  milk  sup- 
plies as  such. 


How  Supply  Control  Can  Be  Handled 

Now  I move  on  to  the  second  part  of  the  topic  assigned  to  me. 

We  have  to  think  of  supply  control  in  terms  of  the  relevant  market  or 
markets.  Two  of  these  are; 

1.  The  consuming  market  in  the  traditional  federal  order  sense, 
the  distribution  area  in  which  dealers  come  into  direct  competition  with 
each  other.  This  historically  has  been  relatively  local  in  geographic 
size.  In  federal  orders  there  has  been  a recent  trend  to  make  the  sup- 
ply area  conform  to  the  marketing  area,  but  this  conformity  is  still 
the  exception. 

2.  The  supply  or  procurement  area  from  which  supplies  of  milk 
for  a specified  product  may  be  drawn  to  furnish  milk  and  its  products 
to  a dominant  consuming  market.  In  simplified  location  theory,  these 
products  will  be  produced  where  farm  production  costs  plus  transfer 
costs  (assembly,  processing,  and  transport)  are  the  least.  The  geo- 
graphic extent  of  this  market  or  markets  is  relatively  local  for  fluid 
milk,  national  for  the  hard  products  and  can  flex  all  over  a region  for 
the  soft  products.  It  should  expand  or  contract  as  price  relationships 
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change,  especially  long-run  changes  that  result  from  technology  and 
other  innovations. 

Several  trends  are  serving  to  enlarge  both  distribution  and  pro- 
curement market  areas.  Some  of  these  are: 

Technological  developments  in  transportation  and  packaging. 
Milk  in  paper  packages  is  being  moved  at  times  for  distances  up  to 
1,  000  miles  and  quite  commonly  for  200  miles,  thus  increasing  the 
distribution  area  in  which  dealers  compete.  Milk  can  be  tank-trucked 
from  Shawano,  Wisconsin,  to  Dallas,  Texas,  with  no  more  than  two 
degrees  increase  in  temperature.  It  can  get  there  in  less  than  24 
hours . 


Technological  developments  in  milk  concentration,  such  as 
sterilized  concentrated  milk  that  can  be  sold  through  dry  grocery 
channels,  thus  by-passing  the  local  dairy  inspection  and  pricing 
machinery.  By  a process  developed  at  the  University  of  Wisconsin, 
we  estimate  that  a plant  can  pay  farmers  Chicago  Class  I prices, 
process  a 3 to  1 concentrate  in  one -third  quart  cans  and  deliver  it 
1,  000  miles  at  a price  low  enough  to  retail  for  35-40  cents  per  half 
gallon  equivalent.  State  and  local  governments  may  experience 
extreme  difficulty  in  keeping  out  this  milk. 

Reciprocal  inspection.  Forty-four  states  are  now  members  of 
the  Interstate  Milk  Shippers  Conference  and  have  agreed  to  accept 
USPH  minimum  standard  inspection  when  milk  supplies  are  imported 
from  outside  areas.  Also,  court  action  including  our  well-known 
Dean  Milk  decision  by  the  U.  S.  Supreme  Court  has  gradually  eroded 
the  legal  authority  of  state  and  local  governments  to  use  inspections 
as  a barrier  to  entry. 

Other  federal  court  actions  circumscribing  the  authority  of 
states  to  price  or  otherwise  restrict  milk  movements  across  their 
borders . 

How  can  we  handle  supply  controls  in  each  of  these  two  types 
of  markets  as  described? 

The  control  of  supplies  in  local  fluid  distribution  areas  can  be 
handled  without  controlling  farm  production,  by  controlling  entry  to 
the  market,  and  by  classified  pricing.  The  desired  effects  (or  some- 
thing approaching  the  desired  effects)  on  farm  incomes  can  be  achieved 
largely  by  restrictions  on  entry  of  new  producers.  Increasing  demand 
inside  the  market  fence  tends  to  absorb  increased  production  by  old 
producers  already  on  the  market.  If  they  increase  production  too  fast 


-14- 


you  can  fix  their  bases,  though  the  Secretary  of  Agriculture  will  not 
be  a party  to  fixing  bases  under  federal  orders. 

But  the  devices  for  controlling  entry  even  to  the  extent  required 
to  preserve  the  classified  pricing  system  are  legally  under  fire.  They 
may  work  satisfactorily  until  heavy  surpluses  of  safe  milk  are  built  up 
in  nearby  areas  outside  the  specific  market.  But  let  us  assume  these 
devices  are  effective  to  the  extent  of  keeping  any  local  dealer  from 
getting  Class  I supplies  for  less  than  order  prices.  Let  us  assume 
this  continues  until  surpluses  in  the  local  market  build  up  beyond  the 
necessary  reserve.  The  result  is  a sloughing  off  on  the  outside  mar- 
kets of  those  producers  who  do  not  enjoy  a protected  position  in  fluid 
markets.  (These  are  commonly  called  the  manufacturing  segment, 
but  there  is  a continuing  decline  in  numbers  of  producers  that  consti- 
tute a separate  manufacturing  segment  owing  to  the  low  quality  of  their 
milk.  A growing  number  of  them  find  their  milk  manufactured  because 
of  location  reasons  or  more  arbitrary  restraints.)  They  can't  sell 
their  milk  for  bottling  or  for  soft  products,  and  so  it  goes  to  a manu- 
facturing plant  where  their  prices  are  depressed  by  the  manufactured 
surpluses  arising  under  federal  and  state  orders. 

Thus  supplies  are  not  controlled  when  entry  is  restricted  in  a 
local  distribution  area;  they  are  merely  sloughed  off  on  the  rest  of  the 
procurement  market.  So  we  must  conclude  that  actual  supply  control 
refers  to  farm  production,  to  pace  the  changes  in  supplies  that  affect 
markets,  to  changes  in  demand. 


What  Can  You  Do  with  the  Present  Federal  Orders? 

Now  what  can  you  do  with  federal  orders  as  now  administered 
and  with  the  Marketing  Agreements  Act  we  now  have?  There  are 
several  devices  used  with  federal  orders  that  regulate  market  entry. 
Some  of  these  are:  (1)  the  definition  of  the  market  area,  (2)  the  type 

of  pool  whether  individual  handler  or  market -wide,  (3)  the  definition 
of  a handler  and  the  pool  plant  provision,  (4)  the  compensatory  pay- 
ments provision,  (5)  the  down-allocation  provision. 

You  will  get  wide  differences  in  opinion  as  to  whether  these  are 
restrictive  at  all,  sufficiently  restrictive,  or  unduly  restrictive.  These 
have  to  be  looked  at  as  a package  and  not  just  at  their  separate  effects. 
This  is  a case  where  the  whole  is  greater  than  the  sum  of  the  parts. 

The  point  1 want  to  make  is  that  the  Secretary  of  Agriculture  is  unlikely 
to  administer  these  provisions  with  particular  regard  to  maintaining 
farm  incomes.  You  may  expect  that  these  will  be  administered  to  pro- 
tect the  classified  pricing  system  with  s upply -demand  pricing  criteria 
and  relatively  free  entry. 
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Pending  Legislation  for  Supply  Control 


As  I have  said,  I do  not  believe  you  can  do  much  to  maintain 
farm  incomes  without  controlling  farm  production.  Now  personally, 

I am  convinced  that  supply  control  to  be  effective  must  be  a,  national 
program  with  the  same  provisions  to  fluid  and  manufacturing  milk, 
and  the  same  provisions  applying  in  one  part  of  the  United  States  as 
another.  Also,  I like  the  concept  of  negotiable  quotas,  I like  the  idea 
of  negotiable  certificates  to  sell  for  one  year  without  any  effect  on  the 
quota  for  the  next  year,  I did  not  introduce  this  idea;  indeed  it  is  old 
of  multifarious  parentage,  I argued  for  this  idea,  but  not  necessarily 
in  the  form  that  was  introduced  by  the  Freeman  Bill  of  1962,  or  any 
other  particular  bill.  Our  Congress  would  not  buy  this,  I think  1 CL  rgely 
because  our  Senator  Bill  Proxmire  who  was  on  the  subcommittee  would 
not  support  it.  All  Senator  Proxmire  ever  said  in  Wisconsin  as  a rea- 
son for  not  supporting  the  administration's  bill  was  that  farmers 
nationally  would  not  vote  for  supply  control  or  ''management"  and 
since  he  knew  this  to  be  the  case,  our  Wisconsin  farmers  would  be 
left  without  75  percent  of  parity  according  to  the  terms  of  the  bill. 

Some  who  failed  to  support  the  bill  gave  as  their  reason  that  you 
fellows  in  the  East,  especially  the  Southeast  and  New  England,  would 
not  support  it.  The  need  was  for  a bill  all  would  support.  The  mar- 
kets with  little  or  no  surplus  to  go  into  manufacturing  would  say  that 
the  national  surplus  problem  was  not  theirs.  All  they  needed  was  to 
be  left  alone--let  surplus  areas  keep  down  surpluses,  etc. 

So  gradusTly  the  idea  of  a national  supply  management  program 
became  watered  down. 

The  only  national  supply  control  bill  originating  in  the  Senate 
Agriculture  Sind  Forestry  Committee  this  year,  so  far  as  I can  tell, 
was  the  bill  by  Minnesota's  Senator  McCarthy,  (Perhaps  I should 
acknowledge  that  the  so-called  self-help  bill  got  its  perennial  play- 
back, This,  I suppose,  is  intended  as  a national  supply  control  bill,  ) 
Somewhat  similar  bills  by  Reuss  and  Johnson  of  Wisconsin  originated 
in  the  House  Agriculture  Committee. 

All  other  actual  bills  proposed  a kind  of  supply  control  through 
federal  order  markets.  The  differences  among  these  was  chiefly  in 
the  degree  to  which  market  entry  would  be  restricted.  For  example, 
some  bills  would  assign  a percentage  of  Class  I to  present  producers 
on  the  market;  as  Class  I sales  expand,  their  proportion  expands. 

Other  bills  assigned  to  present  producers  now  on  the  market  a pound- 
age quota  for  what  they  now  have.  As  the  market  demand  expands -- 
say  at  2 percent  per  year - -the  new  poundage  can  be  assigned  to  new 
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producers  who  may  come  from  areas  distant  from  the  confines  of  the 
present  pooling  area.  The  Proxmire  bill  fits  the  latter  group  of  bills. 
The  administration  did  not  submit  its  own  bill  this  year,  but  appeared 
to  support  the  Proxmire  bill  more  than  any  other  single  one.  Under- 
secretary Murphy,  however,  agreed  with  witnesses  who  had  said  that 
legislation  should  authorize  payments  to  producers  for  voluntarily 
reducing  their  production  and  pointed  out  that  such  payments  should 
be  made  available  to  producers  both  within  and  outside  of  federal 
order  markets. 

It  is  doubtful  if  important  effects  on  national  dairy  farm  incomes 
can  be  achieved  by  controls  through  federal  orders  alone.  This  is  not 
a problem  of  mechanics  but  instead  of  political  expediency. 

The  mechanics  of  supply  control  (restricting  farm  production) 
can  be  carried  out  under  federal  orders.  The  arithmetic  suggests 
great  possibilities.  For  example,  let  us  say  45  percent  of  the  milk 
in  the  country  is  now  under  federal  order.  Most  of  the  federal  order 
markets  are  running  surpluses  well  above  that  which  is  needed.  Re- 
duction of  one -fourth  to  one-half  of  the  unnecessary  surplus  could 
amount  to  5 percent  of  the  national  output,  a figure  close  to  what  the 
CCC  has  been  buying. 

But  what  will  induce  the  federal  order  producers  to  cut  produc- 
tion? Most  plans  appear  to  call  for  the  individual  producer  sharing 
Class  I sales  by  some  kind  of  Class  I quota  plan.  What  does  the 
producer  get  for  what  he  produces  over  and  above  the  Class  I quota? 
Manufacturing  prices.  This  may  help  dramatize  to  the  individual  the 
effect  of  his  excess  production.  It  changes  his  profit  opportunities 
somewhat.  Some  will  respond  by  restraining  production,  but  it  will 
not  be  profitable  to  every  individual,  to  do  so.  To  really  get  the  cuts 
in  production  necessary  to  bring  about  substantial  income  effects  for 
dairy  producers  all  over  the  country  and  sizable  reductions  in  costs 
to  the  Treasury,  the  incentive  for  cutting  production  must  be  great-- 
the  penalties  for  excess  production  must  be  sharp. 

The  desirable  effects  might  be  achieved  by  penalties  on  the 
producer  for  any  part  of  his  output  that  burdens  the  national  dairy 
market.  Some  people  argue  that  he  should  be  penalized  by  the  full 
cost  to  the  Treasury  for  furnishing  price  supports  on  the  surplus 
he  produces  above  Class  I requirements  plus  necessary  reserves. 
They  would  argue  that  the  federal  order  producer  should  pay  into  a 
separate  fund  a penalty  of  this  amount  and  that  this  sum  should  be 
turned  over  to  the  CCC  for  price  support  operations.  I am  inclined 
to  agree  with  this  argument,  though  I don't  know  what  the  penalty 
should  be.  I expect  that  a penalty  of  $1.  50  or  perhaps  even  $1.00 
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should  be  sharp  enough  to  cause  a response  by  most  producers.  But 
it  is  doubtful  if  the  politicians  would  support  a bill  with  a sharp  penalty 
provision. 

Another  proposed  way  to  achieve  important  effects  would  be  by 
direct  payments  to  federal  order  producers  for  reducing  output.  This 
would  be  difficult  to  calculate,  but  even  less  politically  expedient  than 
a penalty.  Why  should  we  subsidize  the  producers  who  already  receive 
the  high  prices  of  protected  fluid  markets  ? So  the  protest  would  run. 
Still  a federal  order  production  control  bill  is  better  than  nothing  at  all. 
It  has  the  advantage  that  the  costs  to  the  Treasury  are  hidden.  The 
present  costs  to  the  Treasury  for  price  supports  would  be  reduced  by 
whatever  reduction  in  surpluses  the  plan  may  bring  about,  and  would 
add  no  new  costs. 


In  Conclusion 


Now  let  me  summarize  what  I have  tried  to  say  and  add  a few 
provocative  remarks: 

1.  I have  assumed  that  your  real  interest  is  in  maintaining  and 
increasing  farm  incomes. 

2.  I have  assumed  that  up  to  recently,  your  state  milk  controls 
have  given  you  satisfactory  prices,  but  that  now  your  supplies  from 
nearby  sources  are  increasing  fsister  than  demand,  and  that  state  con- 
trols are  increasingly  inadequate  to  regulate  them  so  as  to  avoid  their 
depressing  effects. 

3.  It  seems  logical  to  expect  that  you  are  toying  with  the  idea 
of  federal  orders  to  keep  up  prices. 

4.  You,  of  course,  can  get  federal  orders  and  they  will  bring 
some  benefits,  but  without  some  change  they  are  not  likely  to  give  you 
the  prices  you  really  want. 

Under  federal,  orders  as  administer ed  and  as  interpreted  by 
courts  over  a period  of  30  years,  you  can  expect  no  substantial  in- 
creases in  farm  incomes.  It  is  doubtful  if  you  should  expect  prices 
as  high  as  you  now  receive  under  state  orders  in  this  area. 

5.  I personally  believe  the  orders  could  be  administered  so  as 
to  bring  more  income  to  farmers.  For  example,  I would  like  to  see 
Class  I prices  set  much  higher  and  to  move  with  indexes  to  reflect 
increases  in  purchasing  power  of  consumers.  But  this  is  not  in  accord 
with  the  criteria  of  supply-demand  pricing. 
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I am,  of  course,  aware  that  high  Class  I prices  bring  up  the 
blend  and  can  bring  too  much  milk  on  the  market. 

6.  I don't  believe  supplies  of  Grade  A milk  available  to  fluid 
markets  can  be  kept  off  by  low  Class  I prices.  In  Wisconsin  alone, 
there  must  be  at  least  3 billion  pounds  of  Grade  A milk  that  is  being 
made  into  butter,  powder  and  cheese  and  returning  to  producers 
very  little  more  than  manufacturing  prices. 

7.  I believe  the  supply-demand  criteria  for  pricing  Class  I 
milk  is  virtually  worthless  so  far  as  telling  what  the  price  should  be. 
Without  restrictions  to  entry  other  than  price,  a safe  and  adequate 
supply  will  be  offered  to  fluid  markets  at  ruinously  low  producer 
prices,  in  places  where  it  already  is  being  produced  in  large  quan- 
tities. It  will  ride  only  slightly  above  support  prices,  whatever  their 
level  may  be.  Such  a price  structure  would  have  little  or  no  relation 
to  what  consumers  can  pay,  nor  to  what  would  be  required  to  maintain 
farm  incomes.  What  you  can  receive  here  in  the  Southeast  over  a 
period  of  time  will  be  limited  by  producer  prices  in  the  heavily  sur- 
plus areas. 

8.  I would  not  object  to--I  even  favor  - -barrier  s to  keep  up 
farm  incomes  in  fluid  markets  so  long  as  producers  not  presently 
on  fluid  markets  can  likewise  enjoy  a program  designed  to  furnish 
them  better  incomes  than  many  now  enjoy.  These  are  not  exclusively 
manufacturing  milk  producers.  Many  are  Grade  A producers  with  no 
fluid  outlets.  The  fact  that  they  are  Grade  A is  not  due  to  their  bad 
judgment.  A mass  of  forces  has  pushed  them  in  this  direction. 

9.  If  there  is  no  such  program,  I am  compelled  to  favor  free 
market  entry  into  all  markets,  fluid  and  other,  as  free  as  can  be 
made  consistent  with  the  criteria  of  "safe  and  adequate.  " Whether 
I favor  this  or  not,  the  barriers  to  entry  in  federal  as  well  as  state 
regulated  markets  are  being  eroded  by  various  economic  forces  and 
by  the  action  of  the  courts. 

10.  The  benefits  that  can  be  received  by  producers  under  federal 
order  markets  can  be  increased  and  costs  to  the  Treasury  can  be  re- 
duced somewhat  by  a supply  control  program  operating  exclusively  in 
federal  order  markets.  This  will  require  new  legislation.  I would 
favor  such  legislation  as  a step  in  the  right  direction. 

1 1 . But  I do  not  believe  that  any  bill  we  are  likely  to  get  along 
these  lines  will  raise  incomes  throughout  the  national  dairy  economy 
at  as  little  cost  to  the  Treasury  as  national  supply  control  applying 
equally  to  all  producers. 
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12.  It  seems  to  me  the  various  forces  at  work  are  compelling 
you  in  the  Southeast  to  view  your  problem  as  an  integral  part  of  the 
national  dairy  problem. 
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COMMENTS  ON  PAPERS  BY  DRS.  FRENCH  AND  COOK 


Ben  F.  Morgan,  Jr.  * 


Gentlemen,  it  is  a pleasure  to  be  here  with  you  and  to  comment 
briefly  on  the  papers  of  Charlie  French  and  Hugh  Cook.  At  the  outset, 

I must  admit  that  even  though  I am  from  the  Southeast,  I find  myself 
in  substantial  agreement  with  the  papers  of  both  of  these  distinguished 
milk  marketing  economists. 

In  talking  with  some  of  those  responsible  for  this  fine  program, 

I asked  the  question,  "How  does  one  get  to  be  a discussant?"  I was 
quick  to  get  the  answer  that  to  be  a discussant  on  a milk  program  in 
the  Southeast  you  just  needed  to  have  a few  tanks  of  milk  to  sell. 

To  make  a brief  practical  application  of  these  talks  is  not  par- 
ticularly difficult  since  in  my  opinion  they  discussed  the  practical 
aspects  of  our  problem  in  the  Southeast,  at  least  from  a broad  setting. 

In  my  opinion  I think  we  conclude,  and  I know  I do,  that  in  the 
Southeast  we  can  expect  that  our  cost  of  production  or  the  price  we 
receive  for  milk  will  vary  inversely  with  the  growth  in  the  Interstate 
Road  System.  This  improvement  in  transportation,  along  with  the 
definite  trend  for  milk  to  move  longer  distances  in  both  bulk  and  pack- 
aged form,  will  certainly  have  its  effect,  and  I fear  a downward  adjust- 
ment effect,  on  prices  in  the  Southeast,  especially  those  east  of  the 
Appalachians . 

Charlie  French  pointed  out  that  agriculture  as  an  industry  in  a 
nation  was  running  scared.  I personally  think  we  can  be  more  spe- 
cific with  reference  to  our  Southeast  and  with  specific  reference  to 
the  dairy  industry  and  say  that  today  the  dairy  industry  in  the  South- 
east is  definitely  running  scared,  both  producers  and  handlers. 

Instead  of  solving  some  of  the  trouble  from  the  long-run  approach, 
we  are  merely  fighting  brush  fires.  This  in  effect  can  create  more 
problems . 

In  our  continuous  effort  to  develop  countervailing  powers,  two 
basic  alternatives  are  offered  farmers.  These  basic  alternatives  are 
state  control  and  federal  control. 


*Tri  -State  Milk  Producers  Association,  Bristol,  Virginia. 
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State  control  such  as  we  have  in  the  Southeast  and  most  markets 
in  my  opinion  deprives  the  farmer  of,  or  probably  I should  say  does  not 
allow  him  to  realize,  any  responsibility  for  the  actual  marketing  of  his 
product.  In  fact,  in  my  opinion  state  control  discourages  effective 
cooperative  action  whereby  the  farmer  can  assume  the  responsibility 
for  and  have  some  say-so  in  marketing  his  product. 

Federal  orders,,  which  are  generally  considered  a ‘rbad  word"  in 
the  Southeast,  are  effective  in  what  they  are  designed  to  do,  but  are 
not  all-inclusive  in  trying  to  provide  the  entire  marketing  function. 

Much  of  this  is  left  to  the  dairy  farmer.  The  federal  order  gives  a 
foundation  on  which  a dairyman  through  an  effectively  operating  coop- 
erative association,  can  provide  many  of  the  marketing  functions  for 
the  producer,  thereby  permitting  him  to  have  substantial  say-so  in 
marketing  his  product.  In  my  opinion- -in  today's  market --with  Inter- 
state Commerce  being  prevalent  in  practically  every  market,  this 
program  - -that  is  a federal  order --in  conjunction  with  an  effectively 
operated  cooperative,  will  provide  the  best  and  most  orderly  fluid 
milk  marketing  program  in  the  long  run.  To  me  it  seems  logical  that 
with  the  tremendous  investment  dairy  farmers  have  in  the  production 
of  milk,  emphasis  should  be  given  to  the  long-run  aspects  with  less 
emphasis  on  the  short-run  appeasement  of  special  interest  groups. 

The  basis  for  orderly  marketing  is  a pricing  and  marketing 
program  that  provides  equity  among  all  producers  in  the  market. 

When  inequity  exists  among  farmers,  orderly  marketing  will  prevail 
neither  at  the  producer  nor  handler  level. 

I anticipate  that  in  the  Southeast  we  will,  see,  after  everything 
else  is  tried  and  producers  see  it  as  a last  resort,  the  expanding  of 
cooperative  activity  in  conjunction  with  the  use  of  Federal  Order 
regulations . 

The  problem  of  surplus  in  the  Southeast  was  mentioned  and 
discussed.  However,  in  my  opinion  we  do  not  have  a surplus  problem 
in  the  Southeast.  We  have  what  I would  classify  as  a marketing  prob- 
lem that  tends  to  make  mountains  out  of  mole  hills  and  perpetuate  the 
belief  that  a normal  operating  and  seasonal  surplus  is  a market  surplus. 
No  doubt  this  has  psychological  advantages  for  anyone  interested  in  the 
advantages  they  may  accrue  from  these  circumstances. 

With  the  proper  market  information  on  a current  basis,  the 
surplus  situation  in  the  Southeast  would  no  longer  be  a problem. 

Supply  control  has  been  practiced  in  the  Southeast  primarily 
through  the  base  system  under  the  various  State  Milk  Commission 
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regulations.  This  has  been  effective  to  a certain  extent,  but  the  cost 
of  bases  has  been  capitalized  into  the  cost  of  milk  production  and  in 
many  instances  wipes  out  the  advantage  of  the  higher  price,  especially 
for  the  new  generation  of  dairy  farmers. 

The  Southeast  should  be  commended  for  the  important  role  it  is 
playing  in  the  American  Dairy  Association  and  National  Dairy  Council 
programs  to  sell  more  milk  through  the  southern  population.  Charlie 
French  pointed  out  that  these  programs  will  not  solve  the  dairy  prob- 
lem. However,  I wish  to  emphasize  that  these  activities  are  certainly 
having  a substantial  influence  in  increasing  sales  and  should  not  be 
discouraged  by  any  means  whatsoever. 

To  conclude  my  remarks,  I think  Hugh  Cook  in  the  last  sentence 
of  his  statement  has  certainly  summarized  the  situation  in  the  South- 
east by  saying  the  various  market  forces  at  work,  are  compelling  the 
South  to  review  their  problem  as  an  integral  part  of  the  national  dairy 
problem. 
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REGULATIONS  INFLUENCE  INDUSTRY  TRENDS 


W.  M.  Roberts* 


Revolutionary  changes  are  occurring  in  the  food  industry  among 
which  dairy  products  constitute  a major  component.  The  dairy  indus- 
try is  caught  on  the  horns  of  a dilemma  in  that  it  must  compete  in  a 
surplus  food  market  in  the  United  States  because  most  of  the  nutritive 
needs  of  the  population  can  be  met  without  complete  reliance  on  dairy 
products.  In  addition,  prices  of  dairy  products  appear  to  put  them 
beyond  the  economic  reach  of  many  of  the  undernourished  nations. 
Therefore,  emphasis  in  the  undernourished  nations  is  upon  supple- 
mentation of  foods  with  small  quantities  of  milk  and/or  special  dietary 
ingredients.  Not  only  is  the  world  price  of  dairy  products  high  but 
United  States  prices  are  also  above  world  markets  and  this  discour- 
ages nations  that  do  need  and  use  them  from  purchasing  from  the 
United  States.  Thus,  it  seems  to  me  that  the  solutions  to  the  future 
of  the  dairy  industry  in  the  United  States  must  be  found  in  the  com- 
petitive struggle  for  the  food  dollar  in  the  local  market  places. 

The  food  market  has  changed  greatly  in  recent  years  and  the 
expanding  investment  in  research  indicates  that  the  rate  will  be  ac- 
celerated. Nutrition  research  has  not  only  extolled  the  virtues  of 
milk  as  a food  but  it  has  also  pointed  up  opportunities  for  the  use  of 
other  foods  that  could  supply  major  quantities  of  nutrients  more  eco- 
nomically than  are  currently  available  from  milk..  Also,  several  of 
these  foods  have  been  supplemented  so  that  they  are  more  competitive 
economically  in  supplying  our  nutritive  requirements.  In  fact,  many 
of  them  are  using  milk  as  an  additive.  These  changes  tend  to  alter  to 
some  extent  the  earlier  emphasis  by  nutritionists  that  milk  was  the 
most  important  food  in  the  diet  of  most  people.  This  will  continue  to 
be  true  where  diets  are  inadequate  or  unbalanced,  but  the  great  vari- 
ety of  foods  available  on  the  market  today  tend  to  lessen  the  relative 
importance  of  a particular  food. 

Technological  advances  have  provided  consumers  with  a much 
larger  variety  of  fresh  and  processed  foods  on  a year-round  basis. 
Shifting  of  the  population  to  urban  centers,  along  with  the  need  for 


*Food  Science  Department,  North  Carolina,  State  of  the  Uni- 
versity of  North  Carolina  at  Raleigh. 
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preservation  of  food,  has  changed  some  of  the  emphasis  from  fresh 
to  processed  foods.  Processing  has  permitted  many  alterations  in 
foods  as  related  to  nutritive  value  and  service-related  characteristics 
that  make  them  more  attractive  and  competitive.  For  example,  many 
people  are  getting  a substantial  portion  of  calories  and  daily  nutrients 
from  the  large  variety  of  breakfast  cereals  rather  than  in  the  form  of 
biscuits  that  used  to  be  a part  of  every  breakfast.  Baby  food  manufac- 
turers have  taken  a great  variety  of  natural  foods,  changed  their  form, 
by  pureeing  and  straining,  and  made  them  available.  Thus,  we  are 
rea.ring  generations  of  children  who  will  be  a ready  made  ms,rket  for 
modified  foods. 

Since  modified  foods  have  less  dependence  in  many  instances  on 
the  specific  characteristics  of  the  raw  materials,  there  will  be  more 
of  a tendency  to  obtain  the  raw  material  at  the  most  economical  price 
or  because  it  contributes  a desired  quality  to  the  final  food  product. 
Thus,  there  will  be  less  loyalty  of  a processing  firm  to  a particular 
source  of  raw  materials.  For  example,  the  makers  of  margarine  are 
more  concerned  about  the  price  of  the  oil  used  than  they  are  about 
whether  it  comes  from  cotton,  soybeans,  peanuts  or  coconuts.  Suc- 
cessful marketing  firms  are  consumer  oriented  and  are  looking  for 
marketable  differences  in  their  products  that  will  satisfy  the  desires 
of  their  customers  and  at  the  same  time,  will  permit  them,  the  firms, 
to  survive  in  the  market  place. 


Changes  in  the  Food  Industry 

Permit  me  to  pause  a moment  to  pay  tribute  to  the  dairy  industry. 
In  my  opinion,  no  other  food  industry  has  made  a greater  contribution 
to  the  health  of  our  people  and  the  economic  well-being  of  our  nation. 
The  dairy  industry  has  supplied  the  food  that  literally  entitles  it  to  be 
called  our  "foster  mother.  ' The  dairy  industry  has  led  the  field  in  the 
development  and  adoption  of  technology  for  food  processing  s.nd  market- 
ing. It  has  consistently  supported  research  in  product  technology  and 
human  nutrition  that  would  supply  a wide  variety  of  attractive  foods  to 
consumers.  The  dairy  industry  is  in  a stronger  position  to  meet  the 
challenges  of  the  future  than  it  has  ever  been.  However,  the  primary 
essential  for  survival  is  the  ability  and  willingness  to  adapt  and  change 
to  meet  the  demands  of  the  market. 

The  dairy  industry  is  at  the  point  where  it  must  decide,  within 
itself,  where  it  wants  to  go.  It  cannot  and  must  not  expect  those  in 
government  or  those  on  the  outside  to  chart  its  course.  Certainly,  it 
can  expect  governmental  agencies  to  be  sympathetic  and  helpful.  How- 
ever, the  leadership  must  come  from  within  the  industry. 
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It  has  been  said,  and  I believe  that  it  is  true,  that  the  dairy- 
industry  is  the  most  highly  regulated  food  business  in  the  nation. 
Sanitary  regulations  including  product  identification  have  contributed 
greatly  to  the  development  of  the  dairy  industry  during  a period  of 
rapid  growth  and  change  in  the  market.  Regulations  have  been  help- 
ful in  maintaining  orderly  marketing  of  the  milk  from  the  farms  to 
the  processing  firms.  However,  most  of  these  regulations  were  and 
are  very  specific  in  application  to  the  dairy  industry.  For  example, 
while  public  health  regulations  set  definite  standards  for  a milk  proc- 
essing plant  and  the  handling  of  milk  and  dairy  products  therein;  they 
also  determine  that  any  plant  meeting  these  requirements  cannot 
process  any  dairy  product  other  than  those  defined  in  the  regulation. 
This  regulation  proved  very  helpful  in  the  early  stages  of  development 
of  the  fluid  milk  industry  because  (1)  it  assured  consumers  of  safe, 
sanitary  and  high  quality  dairy  products;  and  (2)  it  prevented  compe- 
tition from  unscrupulous  handlers.  However,  with  the  current  status 
of  the  regulations  of  the  dairy  industry  along  with  the  development  of 
other  segments  of  the  food  industry  under  an  entirely  different  set  of 
sanitary  and  labelling  regulations,  the  dairy  industry  is  finding  that 
it  is  at  a disadvantage  to  meet  the  increasing  competition. 

What  is  the  nature  of  some  of  the  changes  in  the  food  industry? 
(1)  The  number  of  new  food  products  reaching  the  market  each  year 
is  increasing.  There  is  no  reason  to  believe  that  the  number  will 
decrease;  rather,  it  is  expected  that  the  number  of  new  products  will 
increase  substantially.  (2)  The  new  products  that  are  produced  will 
be  modified  and  tailored  to  meet  a greater  variety  of  specific  needs; 
i.  e.  , special  diets.  (3)  Packaging  will  be  used  more  to  create  the 
image  that  there  are  marketable  differences  in  food  products. 

(4)  More  foods  will  be  sold  on  the  basis  of  specific  nutrients  rather 
than  as  a food  product;  i.  e.  , protein,  fats,  vitamins. 


Labelling 

It  is  suggested  here  that  continued  labelling  by  definition  alone 
is  detrimental  to  the  long  range  interests  of  the  dairy  industry.  The 
present  procedure  in  most  states  and  for  interstate  commerce  is  that, 
after  years  of  research  and  oftentimes  hearings,  new  standards  for 
dairy  products  are  evolved.  Then,  once  they  are  approved,  an  appro- 
priate interval  of  time  is  permitted  for  everyone  who  wishes  to  get 
prepared  before  the  product  is  marketed.  Obviously,  any  procedure 
that  requires  a firm  that  has  spent  large  amounts  of  money  on  product 
development  to  give  this  information  to  a competitor,  with  sufficient 
time  for  him  to  start  equal,  is  going  to  discourage  research  and  de- 
velopment on  new  products.  Oftentimes,  new  products  are  not 
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approved  by  regulatory  agencies  because  some  segments  of  the  in- 
dustry do  not  want  to  sell  them  and  thus  oppose  them,,  Is  it  any 
wonder  that  some  of  the  dairy  firms,  who  have  devoted  efforts  to 
dairy  product  development,  are  now  turning  this  research  effort  to 
other  facets  of  the  food  industry  where  the  opposition  is  less  Sind 
potential  rewards  are  greater?  Other  food  companies  can  meet  the 
sanitary  standards  for  a food  plant,  develop  a new  product,  decide  on 
a name,  label  the  ingredients  in  order  of  their  importance  and  place 
the  product  on  the  market.  Usually,  the  competition  has  a competitive 
product  within  a short  time.  However,  the  developer  has  had  some 
advantage  in  the  market  that  would  help  to  justify  the  cost  of  research. 
Also,  he  does  not  have  the  legal  cost  of  industry  and  regulatory  ap- 
proval. 

It  is  not  proposed  here  that  the  dairy  industry  give  up  labelling 
by  definition  completely  because  many  advertising  dollars  have  been 
used  to  create  a favorable  image  for  milk,  cream,  etc.  Perhaps 
some  modified  form  of  labelling  could  be  adopted  which  would  permit 
variation  and  innovation  in  the  formulation  of  dairy  products  that 
would  not  require  approval  according  to  current  procedures  but  would 
be  more  in  line  with  that  practiced  by  other  food  firms. 

Generally,  the  dairy  industry  is  proud  of  its  technological  at- 
tainments and  is  the  envy  of  many  other  food  firms  in  terms  of  trained 
personnel  and  technical  competence.  Then,  why  should  other  food  firms 
have  greater  latitude  to  process  a variety  of  food  products  than  a dairy 
firm?  For  example,  if  a dairy  firm  wanted  to  market  a dressing  made 
of  dairy  ingredients,  it  could  not  process  it  without  prior  approval 
through  public  hearings.  On  the  other  hand,  a salad  manufacturer 
could  take  the  same  ingredients,  develop  a product,  label  the  ingre- 
dients on  the  package  and  start  selling.  Chances  are  that  his  employees 
would  have  less  knowledge  and  his  plant  and  equipment  would  not  meet 
the  sanitary  standards  required  of  the  dairy  plant.  Can  the  dairy  in- 
dustry compete  in  new  product  development  under  these  restrictions? 


Packaging 

Packaging  is  one  of  the  means  whereby  food  firms  create  a de- 
mand for  their  products.  Not  only  does  the  package  preserve  the  food 
until  it  reaches  the  consumer,  but  it  serves  additional  functions  of 
advertising,  portion  control,  etc.  One  of  the  techniques  used  by  the 
food  and  confectionery  industry  is  to  portion  control  its  products  to  a 
package  size  that  is  readily  merchandisable.  Items  are  packaged  to 
sell  for  a nickel,  dime  or  quarter.  If  the  cost  of  production  increases, 
the  portion  may  be  decreased  so  that  it  will  still  sell  for  a standard  coin. 
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The  dairy  industry  in  North  Carolina  has  been  forced  to  adhere  to 
multiples  of  a gallon  such  as  1/2  pint,  pint,  quart  and  1/2  gallon. 

When  1/2  pints  of  milk  were  wholesaling  for  six  cents,  the  usual 
retail  price  was  ten  cents.  When  they  were  wholesaling  for  seven 
and  one-half  cents,  the  retail  price  was  increased  to  fifteen  cents. 
Many  competitive  drinks  were  six  ounces  in  size  and  sold  for  ten 
cents.  Could  the  dairy  industry  have  stayed  more  competitive  if  it 
had  been  permitted  to  sell  a six-ounce  container  of  milk  for  ten  cents? 
What  about  more  convenient  shapes  and  sizes  of  larger  containers  ? 
Since  more  children  are  preparing  snacks  while  their  mothers  are 
working,  can  we  consider  that  it  is  as  convenient  to  pour  a glass  of 
milk  from  a one-half  gallon  container  as  it.  is  to  open  and  consume  a 
bottle  of  soft  drink?  The  modern  consumer  has  been  taught  to  look 
for  and  expect  innovation  and  variety  not  only  in  food  but  also  in 
clothes,  automobiles,  etc.  One  can  always  look  forward  to  a new 
and  improved  model.  A famous  food  manufacturer  stated  that  his 
company  planned  to  alter  the  image  of  one  of  their  standard  products 
at  least  every  six  months.  This  was  done  by  changing  the  shape  or 
size  of  the  package,  the  design,  the  form  of  product  or  the  nature  of 
the  ingredients.  Obviously,  the  dairy  industry  must  be  alert  to  these 
demands  of  the  market  and  have  the  ability  to  adjust  to  them. 


Advertising 

One  has  only  to  watch  the  advertising  of  food  products  to  note 
the  shift  toward  emphasis  on  individual  nutrients.  Terms  that  once 
were  discussed  only  in  a chemistry  course  are  now  ladled  out  to  the 
average  consumer  as  if  he  understood  their  meaning  and  could  make 
decisions  accordingly.  Much  of  this  is  being  presented  to  the  con- 
sumer for  his  decision  when  even  the  most  advanced  research  workers 
cannot  agree  on  the  significance  of  the  claims.  This  is  not  to  indicate 
that  1 think  the  dairy  industry  should  climb  on  a similar  band  wagon, 
but  I do  believe  that  it  should  take  a long  range  view  of  the  inherent 
and  potential  values  of  its  products  and  develop  its  advertising  and 
merchandising  in  its  best  interests. 

While  there  cannot  be  a perfect  food  for  all  people  under  all 
circumstances,  it  is  generally  recognized  that  fluid  milk  comes  about 
as  close  to  meeting  such  criteria  as  any  food.  All  of  the  nutrients, 
containing  the  essential  elements  for  that  nutrient,  are  usually  in  the 
most  digestible  form:  there  is  a wide  array  of  nutrients  even  though 
there  is  a deficit  of  some  in  terms  of  daily  requirements;  and  they 
are  present  in  a very  palatable,  economical  and  convenient  form. 
Certainly,  there  is  no  waste.  All  of  these  attributes  generally  mean 
that  any  subdivision  of  milk  often  results  in  the  loss  of  a nutritious 
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portion  that  does  not  have  the  value  that  it  contributed  as  a part  of  the 
whole*  Thus  the  separated  portion  has  to  carry  an  undue  part  of  the 
cost  of  the  total  raw  product. 

Contrast  this  with  the  sources  of  competitive  nutrients.  In  many 
instances , the  nutrient  is  not  being  used  for  human  food  and  is  often  a 
by-product  of  the  major  use  of  the  raw  material.  For  example,  cotton 
is  produced  for  the  lint.  The  seed  is  processed  with  the  meal  going  to 
animal  feed  and  other  uses.  The  oil  seeks  markets  in  food  and  indus- 
trial products.  Since  adaptation  to  a food  market  constitutes  a con- 
siderable upgrading  in  market  price,  there  is  a substantial  incentive 
to  convert  many  of  these  nutrients  into  food  products.  Also,  these 
nutrients  are  usually  separated  and  prepared  as  separate  components. 
Therefore,  they  must  often  be  modified  and  mixed  with  other  nutrients 
to  form  an  s,cceptable  food  product. 

The  high  fat  dairy  products  such  as  butter,  cream  and  ice  cream 
are  illustrative  of  those  that  are  most  vulnerable  to  competition  when 
a major  nutrient  can  be  obtained  from  another  source  at  a much  lower 
price.  Some  of  the  wholesale  and  retail  prices  for  edible  oils  in  April 
1963  are  presented  in  Table  1. 


Table  1.  Wholesale  and  retail  prices  per  pound  for  fats  and  oils, 
April  1963 


Wholesale  prices 

C ents 

Butter  oil 

60.  0 (approx. ) 

Coconut  oil,  refined 

16.  0 

Corn  oil,  refined 

15.  5 

Cottonseed  oil,  refined 

13.  3 

Lard 

8.  2 

Menhaden  oil 

9.  0 

Safflower  oil 

20.  0 

Soybean  oil 

11.3 

Retail  prices 

B utt  e r 

00 

Margarine 

27.  4 

' Lard 

i — ' 

Salad  dressing 

37.  8 

Source:  USDA.  Fats  and  oils  Situation  Report,  May  1963. 
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Probably  the  most  biased  dairymen  would  concede  that  the 
primary  attribute  of  butter  over  margarine  is  its  flavor.  At  the 
same  time,  he  must  agree  that  oftentimes  margarine  possesses 
spreading  qualities  that  are  superior  to  butter.  The  important 
decision,  that  of  the  housewife  in  the  grocery  store  has  been  re- 
flected in  an  increase  in  per  capita  consumption  of  margarine  from 
2.8  pounds  in  1941  to  9.6  pounds  in  1961  whereas,  butter  declined 
from  16.  1 pounds  in  1941  to  7.6  pounds  in  1961.  Concurrently,  other 
edible  fats  and  oils  were  increasing  from  8.  2 pounds  in  per  capita 
consumption  in  1941  to  11.5  pounds  in  1961.  These  data  show  not 
only  a shift  of  fats  and  oils  from  butter  to  margarine  but  a further 
shift  to  cooking  and  salad  uses. 

While  margarine  must  meet  compositional  standards  for  butter; 
i.  e.  , 80  percent  fat,  many  of  the  vegetable  toppings  and  creaming 
agents  do  not  have  to  meet  those  imposed  on  dairy  products.  For 
example,  a recent  regulation  stated  that  a creaming  agent  for  use  in 
coffee  vending  machines  made  by  dairy  plants  must  meet  certain  min- 
imum standards  of  composition.  Also,  another  regulation  classified 
the  dairy  ingredients  as  Class  I,  the  highest  price.  This  means  that 
the  dairy  plant  must  pay  approximately  $1 . 40  per  pound  for  the  milk 
fat  and  over  70  cents  per  pound  for  casein.  Another  segment  of  the 
food  industry,  that  has  to  meet  no  minimum  standards  of  composition, 
can  formulate  a substitute  product  from  vegetable  oil,  15  cents  per 
pound,  vegetable  protein,  40  cents  per  pound,  or  nonfat  dry  milk  at 
15  cents  per  pound,  label  it  a nondairy  product  and  place  it  on  the 
market.  While  one  may  rationalize  on  the  differences  in  flavor,  etc.  , 
of  the  dairy  product,  the  users  of  the  product  in  the  market  place  are 
deciding  overwhelmingly  in  favor  of  the  substitute  one. 

Some  of  these  problems  cause  one  to  wonder  just  how  long  the 
dairy  industry  can  remain  competitive  with  other  foods.  The  amazing 
fact  is  that  the  dairy  industry  has  been  so  successful  to  date,  but  the 
pressure  is  increasing.  This  is  especially  true  when  not  only  is  re- 
search being  increased  by  many  food  companies,  but  the  strong  dairy 
research  groups  are  also  decreasing  their  activity  on  dairy  products 
and  increasing  their  efforts  on  nondairy  foods. 

There  are  no  glib  or  simple  answers  to  many  of  the  problems 
confronting  the  dairy  industry.  It  is  going  to  take  some  hard  planning 
and  cooperation  within  the  industry  to  establish  the  best  directions  and 
policies.  If  the  industry  can  agree  on  the  direction  that  it  wants  to  go, 
I believe  that  it  can  get  the  cooperation  and  assistance  of  the  regula- 
tory agencies . 
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In  summarizing,  there  are  several  problems  related  to  present 
regulations  that  need  industry  discussion  and  recommendations.  Some 
of  these  are: 

1.  Can  a system  of  labelling  be  developed  that  will  encourage 
the  development  and  sale  of  new  and  improved  dairy  foods? 

2.  Should  dairy  plants  be  permitted  more  latitude  in  proces- 
sing a wider  variety  of  food  products?  Or,  should  they 
continue  to  process  only  those  dairy  products  that  are 
defined  by  regulation? 

3.  If  the  dairy  industry  favors  continued  labelling  by  defini- 
tion, should  it  encourage  regulatory  agencies  to  set 
similar  standards  for  ingredients  and  composition  for 
substitute  products? 

4.  Would  the  removal  of  the  restrictions  on  container  sizes 
for  fluid  milk  products  permit  innovation  and  creativity 
in  packaging  that  would  boost  sales  of  milk? 

5.  Does  our  present  system  of  classification  and  pricing 
favor  new  product  development  and  encourage  the  use  of 
dairy  products  in  other  foods?  Or,  is  it  designed  to  pro- 
vide simplicity  of  computation  and  explanation  of  the 
producer  payroll  plus  some  opportunity  for  preferential 
treatment  and  protection  in  the  market  along  with  pricing? 

6.  Is  it  in  the  long  range  interest  of  the  dairy  industry  to 
promote  policies  of  pricing  and  merchandising  on  indi- 
vidual components  or  nutrients  of  milk? 

I hope  that  no  one  gets  the  impression  that  I am  pessimistic  about 
the  future  of  the  dairy  industry.  However,  I do  hope  that  more  effort 
will  be  made  on  the  part  of  the  leaders  of  the  industry  to  look  at  the 
long  range  needs  and  goals  as  they  attempt  to  deal  with  problems  on  a 
daily  basis . 
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CHANGES  IN  MILK  DISTRIBUTION  AND  THEIR 
IMPACT  ON  REGULATION 


R.  D.  AplinA 

All  segments  of  the  dairy  industry  are  undergoing  a period  of 
rapid  change.  I do  not  think  that  we  are  exaggerating  when  we  say  that 
more  changes  have  occurred  in  the  distribution  of  fluid  milk  during  the 
last  10  years  than  occurred  in  the  previous  25  years.  Like  a chain 
reaction,  these  developments  are  affecting  the  character  and  organi- 
zation of  the  entire  industry.  The  developments  taking  place  in  the 
distribution  of  fluid  milk  are  calling  for  significant  changes  in  pricing 
arrangements  in  many  areas.  They  are  the  forces  contributing  im- 
portantly to  distributors'  demands  for  some,  or  additional  trade 
practice  regulation  and  resale  price  control  in  some  areas.  More- 
over, these  very  same  changes  are  the  basic  factors  tending  to  place 
great  pressure  on  existing  governmental  regulation  of  resale  prices 
and  trade  practices  in  states  that  have  such  regulation. 

I certainly  appreciate  having  the  opportunity  to  participate  in 
this  forum  and  to  discuss  the  major  changes  occurring  in  fluid  milk 
distribution,  the  basic  factors  causing  them,  and  some  of  the  impli- 
cations of  these  changes. 


Changes  in  Fluid  Milk  Processing 


The  dairy  processing  industry  is  undergoing  a period  of  rapid 
change,  caused  primarily  by  the  adoption  of  new  technology. 

Improvements  in  dairy  plant  equipment  have  been  occurring 
rapidly  during  the  past  10  years  as  compared  with  the  previous  10- 
20  years.  Because  new  labor-saving  equipment  commonly  requires 
large  capital  expenditures,  greater  importance  is  being  placed  on 
large -volume  plant  operations.  Significant  increases  have  occurred 
in  the  cost  of  labor  relative  to  the  cost  of  capital  as  technology  has 
advanced. 

The  inherent  advantage  of  large  size  plants  is  already  great  and 
increasing.  As  a consequence,  many  milk  dealers  have  merged  or 
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closed  their  processing  plants.  But,  despite  the  many  plant  consoli- 
dations that  have  occurred  during  recent  years,  a large  number  of 
relatively  small  plants  still  are  being  operated  in  most  markets.  In 
view  of  the  economies  of  scale  in  plant  operations,  it  is  apparent  that 
many  plant  operators  are  working  under  a considerable  economic 
handicap.  Consequently,  many  more  plant  consolidations  are  likely 
to  occur  in  the  future.  The  rapidity  of  plant  consolidations  that  will 
occur  in  any  given  market  is  likely  to  depend  in  part  on  the  degree  of 
price  competition  that  prevails  in  future  years.  But  regardless  of 
governmental  programs,  the  forces  are  such,  however,  that  it  will 
be  impossible  to  perpetuate  the  existing  structure  of  milk  processing, 
and  impossible  to  restore  the  structure  of  earlier  years  with  the  close 
association  between  many  producers  and  their  local  independent  proc- 
essor. 

Another  important  factor  affecting  processing  costs  is  the 
number  and  types  of  products  and  containers  processed.  Although 
many  plant  operators  have  reduced  the  number  of  products  that  they 
process  in  recent  years,  most,  plants  typically  process  an  extremely 
large  number  of  products  in  many  different  types  and  sizes  of  con- 
tainers. Some  plants,  however,  have  concentrated  in  putting  up  only 
a few  of  the  large  volume  items  and  have  aichieved  extremely  high 
labor  efficiency  and  low  labor  costs  -with  only  modest  volumes.  We 
are  likely  to  see  more  and  more  specialization  in  plant  operations  as 
increased  competitive  pressures  force  milk  handlers  to  find  ways  of 
reducing  costs. 


Changes  in  Milk  Distribution 

Historically,  the  most  important  method  of  distributing  fluid 
milk  has  been  home  delivery,  which  is  a maximum-service,  high- 
cost  form  of  distribution.  One  of  the  major  changes  occurring  in 
distribution  is  the  trend  away  from  home  delivery  to  the  store  pur- 
chase of  milk  by  consumers  in  most  markets  of  the  country. 

Several  factors  have  contributed  to  the  trend  away  from  home 
delivery.  One  of  the  major  reasons  has  been  the  increasing  difference 
between  home -deliver ed  and  out -of -store  prices  of  milk  in  many  mar- 
kets. The  increasing  difference  between  delivered  and  cash-carry 
prices  has  been  due  in  part  to  an  increase  in  the  difference  between 
the  costs  of  home  delivery  and  the  costs  of  distribution  through  stores 
as  labor  costs  have  increased.  Increases  in  labor  costs  increase  the 
cost  advantage  of  distribution  through  stores  because  of  the  higher 
labor  productivity  obtained  in  distribution  to  stores  as  compared  to 
home  delivery.  This  widening  difference  in  unit  costs  has  been 
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accompanied  by  aggressive  sales  promotion  by  some  supermarkets 
and  dairy  stores  to  pass  on  these  economies  to  consumers.  Another 
important  factor  contributing  to  the  trend  away  from  home  delivery 
has  been  the  shifting  pattern  of  consumer  working  and  shopping  habits 
(i.  e.  , relatively  more  wives  working  away  from  home,  and  once -or  - 
twice -a-week  shopping  with  a car  at  a supermarket).  Other  contri- 
buting factors  include:  (1)  the  use  of  improved  paper  containers, 

(2)  the  reduction  in  the  perishability  of  fluid  milk  and  improvements 
in  home  refrigeration,  and  (3)  the  growth  of  cities  and  suburban  areas. 

The  trend  away  from  home  delivery  to  the  store  purchase  of 
milk  has  occurred  during  a period  when  large  food  stores  have  become 
dominant  in  the  total,  food  marketing  picture.  The  development  of  the 
one-stop,  multiline,  self-service  food  store  and  the  declining  impor- 
tance of  small  food  stores  has  had  a pronounced  effect  on  milk  distri- 
bution. In  most  urban  and  suburban  markets,  a relatively  large 
number  of  food  stores  sell  rather  small  volumes  of  milk,  while  a 
rather  small  number  of  large  stores  sell  large  volumes  of  milk.  The 
quantity  of  milk  and  other  dairy  products  delivered  to  a particular 
store  importantly  affects  the  unit  delivery  costs.  Supermarkets  taking 
large  quantities  of  milk  can  be  served  at  very  low  unit  costs  as  com- 
pared to  the  small  stores.  For  example,  research  studies  in  New 
York  indicate  that  the  costs  of  delivering  milk  to  a supermarket  taking 
25  cases  of  dairy  products  per  delivery  run  approximately  2 cents  a 
quart  equivalent.  On  the  other  hand,  the  costs  of  serving  a store 
taking  only  3 cases  of  product  are  approximately  5 cents  a quart. 

These  costs  reflect  instances  where  the  routemen  provide  the  stores 
with  rather  complete  service  including  obtaining  the  order  and  placing 
the  product  in  the  cooler. 

Thus,  milk  distributors  have  the  problem  of  dealing  with  a rela- 
tively few,  large  stores,  that  can  be  served  at  relatively  low  unit  cost, 
on  the  one  hand,  and  serving  many  small  stores,  that  can  only  be 
served  at  relatively  high  unit  costs  on  the  other. 

Fluid  milk  is  an  important  sales  item  for  most  food  stores.  It 
is  a high  turnover  item  and,  as  such,  can  be  a profitable  item  even 
with  a relatively  low  unit  margin.  Moreover,  milk  is  considered  by 
some  store  people  to  be  a good  traffic  builder  because  it  is  an  item 
that  is  purchased  frequently  by  consumers.  Generally,  food  store 
operators  are  very  conscious  of  the  margins  and  selling  prices  of 
milk  and  other  food  items  that  represent  such  large  proportions  of 
their  businesses  and  are  purchased  frequently  by  consumers.  The 
heavy  competition  among  stores  for  business  can  be  expected  to  make 
supermarkets  more  and  more  insistent  that  the  prices  they  pay  for 
milk  reflect  the  rather  low  unit  costs  at  which  they  can  be  served. 
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The  bargaining  position  of  many  supermarkets  is  strong  in  dealing 
with  milk  dealers.  Some  supermarkets  have  attractive  alternative 
ways  of  procuring  milk  and  dairy  products. 

In  some  markets  of  the  country,  specialized  milk  delivery 
operations  have  been  established  to  serve  groups  of  large  super- 
markets. In  some  cases,  these  specialized  routes  are  operated  by 
milk  dealers.  In  other  cases,  food  store  chains  have  found  it  eco- 
nomically desirable  to  undertake  performing  their  own  milk  delivery 
operations.  Some  food  store  chains  have  undertaken  operating  their 
own  fluid  processing  plants  as  well  as  performing  the  delivery  oper- 
ation. 


Another  major  development  in  milk  distribution  has  been  the 
increased  prevalence  of  specialized  dairy  stores  in  many  markets. 

Most  dairy  stores  specialize  in  selling  fluid  milk  products  and  ice 
cream,  but  carry  other  dairy  products  and  some  grocery  items  such 
as  bread,  cigarettes,  cookies,  and  soft  drinks.  Fluid  milk  typically 
accounts  for  a large  percentage  of  the  dairy  store's  total  sales.  These 
stores  usually  are  organized  on  a self-service  basis  and  often  are 
manned  by  a single  clerk  except  at  peak  hours.  Many  dairy  stores 
operate  on  a seven-day-a-week  basis  and  are  open  long  hours  each 
day  with  nonunion  labor. 

The  dairy  store  represents  the  other  extreme  from  home  delivery 
in  terms  of  customer  service  and  costs  of  distribution.  The  dairy  store 
is  a minimum  service,  minimum  cost  outlet  for  fluid  milk.  The  con- 
sumer serves  herself,  pays  a bottle  deposit,  pays  cash  for  the  contents, 
delivers  the  milk  to  her  home,  and  returns  the  container. 

Both  of  these  types  of  specialized  distribution  systems  (i.  e.  , the 
specialized  operations  established  to  serve  a group  of  supermarkets 
and  dairy  stores)  have  been  associated  in  recent  years  with  intense  re- 
sale price  competition  in  many  markets,  and  a lowering  of  marketing 
margins  and  an  accelerated  decline  in  home  delivery  business. 

The  primary  basis  of  the  significant  reduction  in  costs  and  prices 
that  have  accompanied  these  two  developments  appears  to  be  the  effi- 
ciencies that  can  be  achieved  in  these  specialized  distribution  systems. 
The  supermarket  chain  that  processes  and  delivers  its  own  milk,  and 
the  specialized  dairy  store  operator,  can  couple  specialized,  highly 
efficient  plants  with  highly  efficient  delivery  operations.  In  these 
systems,  milk  is  frequently  moved  from  the  processing  plant  to  the 
supermarket  or  dairy  store  at  relatively  low  costs  because  of  the 
large  volumes  delivered  to  each  store,  limited  service  provided  by 
the  deliverymen,  the  flexibility  available  in  organizing  the  time  and 
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frequency  of  delivery,  and  unusual  labor  arrangements  (i.  e„  , straight 
time  wages  paid  deliverymen  and  longer  hours  in  many  cases).  Re- 
search indicates  that  some  specialized  operators  of  chains  of  dairy 
stores  have  total  costs  for  processing,  plant -to -store  delivery  and 
store  operations  as  low  as  20  cents  a gallon  or  5 cents  a quart  equiv- 
alent. These  figures  represent  situations  where  the  container  cost 
was  borne  by  the  consumer  through  the  form  of  a deposit.  'The  total 
cost  for  processing,  container,  plant -to -store  delivery,  and  in-store 
handling  of  milk  in  some  cases  where  food  chains  have  established 
their  own  milk  operations  has  been  observed  to  be  as  low  as  1 2 cents 
a half-gallon  or  6 cents  a quart  equivalent.  These  figures  do  not  in- 
clude a return  on  investment  and  are  based  on  operations  handling 
40,  000  quarts  of  milk  a day  or  more. 

These  specialized  distribution  systems  serve  only  a portion  of 
the  market  since  many  families  want  and  are  willing  to  pay  for  more 
service.  In  some  instances  they  have  capitalized  on  institutional 
arrangements  upon  which  regular  dealers  cannot  capitalize.  But  due 
to  their  innovative  arrangements,  they  serve  a segment  of  the  market 
at  lower  costs  than  do  traditional  systems  of  milk  distribution. 

Another  important  development,  and  one  that  is  related  to  some 
of  those  mentioned  previously,  is  the  expansion  of  distribution  areas 
of  processing  plants  made  possible  by  developments  in  transportation, 
refrigeration,  and  single  service  containers,  and  made  necessary  by 
changing  economies  of  scale  in  processing  and  distribution. 

Other  important  developments  in  fluid  milk  distribution  in  some 
markets  that  should  be  noted  in  passing  include  the  increasing  impor- 
tance of  schools  and  vending  machines  as  outlets  for  milk. 

In  summary,  the  fluid  milk  processing  and  distribution  business 
is  undergoing  major  adjustments.  Significant  changes  are  occurring 
in  plant  operations.  More  and  more  consumers  are  purchasing  their 
milk  at  the  store  and  fewer  and  fewer  are  having  it  delivered  to  their 
homes.  Supermarkets,  especially  large  ones,  are  becoming  more 
important  outlets  for  milk  than  they  have  been  in  the  past.  Some  food 
stores  are  undertaking  their  own  processing  and  delivery  operations. 
Dairy  store  systems  are  developing. 

We  can  characterize  the  dairy  industry  in  many  markets  as  be- 
coming much  less  homogeneous  than  in  the  past.  More  alternative 
means  of  distribution  are  being  offered  to  consumers.  Moreover,  the 
alternative  methods  of  distribution  provide  the  consumer  with  wide 
differences  in  the  amount  of  service  at  widely  different  costs. 
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Basically  I think  that  we  have  an  industry  which  is  adjusting  to 
providing  its  customers  with  less  service,  primarily  because  of 
adopting  new  technology.  Perhaps  some  cost  comparisons  for  Up- 
state New  York  markets  such  as  Albany,  Syracuse,  Rochester  and 
Buffalo,  markets  with  populations  of  from  250,  000  to  600,  000,  would 
help  illustrate  the  wide  differences  in  the  costs  of  distributing  milk 
through  different  channels. 

1.  As  presently  organized  in  these  markets,  home  delivery 
costs  1. 0-3.  0 cents  a quart  more  than  the  distribution  of 
milk  through  small  stores,  that  is,  stores  taking  less 
than  5 cases  per  delivery. 

2.  Home  delivery  typically  costs  approximately  4.  0-4.  5 
cents  a quart  more  than  distribution  through  large  food 
stores,  that  is,  stores  taking  15  cases  or  more  per 
delivery. 

3.  The  costs  of  home  delivery  can  run  6 cents  a quart  more 
than  the  costs  involved  in  distributing  milk  through  super- 
markets when  the  stores  are  served  by  specialized  routes 
established  for  delivering  to  a group  of  large  food  stores. 

ZNote:  The  above  figures  are  based  on  in-store  costs  of  2 cents  a 

quart.J7 

4.  The  costs  of  home  delivery  run  from  6.  5-7.  0 cents  a quart 
more  than  the  costs  involved  in  distributing  milk  through 
some  specialized  dairy  store  systems. 

As  labor  costs  increase,  these  differences  are  likely  to 
become  larger. 

/Note:  The  above  figures  take  into  account  differences  in  the  container 

costs  incurred  under  the  various  distribution  methods.  For  in- 
stance, the  cost  of  bottles  and  caps  in  home  delivery  is  assumed 
to  be  approximately  0.  5 cents  because  of  the  many  trips  a glass 
bottle  makes.  The  cost  of  the  single-use  paper  container  sold 
through  stores  is  assumed  to  be  approximately  1.8  cents  a 
quart.  Most  of  the  cost  of  the  glass  bottles  sold  through  dairy 
stores  is  assumed  to  be  borne  by  the  consumer  because  of  the 
bottle  deposit^/ 

Of  course,  the  costs  of  performing  each  phase  of  marketing  milk 
(e.  g.  processing,  selling,  delivery  and  the  like)  vary  widely  from  one 
dealer's  operation  to  another.  But  the  cost  comparisons  portray  repre- 
sentative or  typical  situations. 
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Most  distributors  are  finding  it  very  difficult  to  adjust  their 
operations  to  these  developments.  Rapid  introduction  of  new  tech- 
nology and  new  methods  of  distribution  by  some  distributors  in  a 
market  cause  painful  adjustments  for  other  firms.  The  changes 
taking  place  pose  particularly  difficult  problems  to  many  small  and 
medium  size  distributors  who  have  been  able  to  compete  successfully 
in  the  past  with  large  dealers  in  the  home  delivery  business,  but  who 
have  little  chance  of  competing  with  large  distributors  for  the  milk 
business  of  large  food  stores.  Large  distributors  also  face  some 
major  problems  in  making  needed  adjustments.  In  many  instances, 
existing  labor  contracts  and  arrangements  are  barriers  to  adjustment. 
Legal  restrictions  against  cooperative  agreement  among  distributors 
to  alter  distribution  practices  pose  problems.  Large  distributors, 
who  would  appear  to  be  in  the  best  position  to  adjust,  face  problems 
in  changing  because  of  a conflict  of  interests  among  their  customers. 
Moreover,  established  distributors  have  a legacy  of  their  present 
operations.  They  are  at  a disadvantage  as  compared  to  those  just 
starting  with  no  investment  in  existing  facilities  and  no  established 
labor  arrangements. 

These  developments  are  forcing  significant  changes  in  pricing 
arrangements,  especially  in  areas  where  resale  prices  are  not  regu- 
lated and  move  flexibly  to  reflect  change.  As  noted  earlier,  these 
factors  are  largely  behind  distributors'  demands  for  additional  trade 
practice  regulation  in  many  areas.  Moreover,  these  changes  are  the 
basic  factors  tending  to  place  pressure  on  governmental  regulation  of 
resale  prices  in  some  states. 


Impact s of  Changes  and  Intensified  Price  Competition 


Careful  examination  of  the  impacts  of  rapid  technological  change 
and  intensified  price  competition  on  milk  dealers,  labor,  producers, 
and  consumers  must  be  made  as  a step  toward  evaluating  the  desira- 
bility of  government  regulation  of  competition  in  the  fluid  milk  industry. 
Due  to  the  lack  of  time  please  permit  me  to  summarize  the  impacts  of 
these  changes  and  intensified  price  competition  on  the  various  interested 
groups  as  I see  them. 

On  Distributors.  Some  distributors  benefit  from  these  developments. 
Many  others  are  seriously  disadvantaged.  Some  distributors  will  be 
unable  to  m ke  the  necessary  adjustments  promptly  and  adequately, 
and  will  be  forced  out  of  the  dairy  business.  Of  course,  the  number 
of  processors  and  distributors  in  most  areas  has  been  decreasing  over 
the  years.  If  the  technological  changes  that  we  have  mentioned  are  per- 
mitted to  t ke  their  natural  course,  the  number  of  plants  and  the  number 
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of  distributors  in  many  markets  probably  will  decrease  even  more 
rapidly  in  the  future.  Many  dealers  whose  businesses  represent  the 
lifetime  of  their  owners  will  see  these  depreciate  as  marketing  methods 
and  practices  change. 

On  Labor.  The  changes  and  adjustments  that  milk  dealers  are  making 
and  will  continue  to  make  are  causing  major  problems  for  the  labor 
engaged  in  processing  and  distributing  of  milk.  We  must  recognize 
that  the  shrinking  of  employment  opportunities  in  the  industry  is  of 
vital  concern  both  to  individual  employees  and  the  leaders  of  organized 
labor.  This,  of  course,  is  a problem  that  labor  faces  in  most  of  the 
industries  in  this  country.  We  must  expect  and  understand  that  the 
changes  pose  serious  problems  to  both  management  and  labor. 

On  Producers.  Intensified  price  competition  can  have  both  beneficial 
and  harmful  effects  on  dairy  farmers.  Producers  in  the  aggregate 
stand  to  realize  some  important  benefits  from  improvements  in  dis- 
tribution efficiency  and  lower  consumer  milk  prices.  Although  the 
volume  of  fluid  milk  sales  in  a market  changes  less  proportionately 
than  price,  studies  indicate  that  the  total  quantity  of  milk  sold  in  a 
market  definitely  does  increase  as  price  decreases,  all  other  factors 
affecting  sales  remaining  the  same.  Moreover,  producers  could  ben- 
efit substantially  over  the  longer  pull  from  lower  retail  prices  that 
are  associated  with  improvements  in  the  efficiency  of  distribution. 

One  of  the  dairy  industry's  prime  problems  is  to  maintain  a strong 
market  for  fluid  milk.  More  acceptable  substitutes  are  becoming 
available,  such  as  concentrated,  sterile  canned,  and  powdered  milks. 
An  efficient  system  of  distribution  that  provides  fluid  milk  to  con- 
sumers at  lowest  possible  costs  will  help  to  keep  fluid  milk  competi- 
tive with  other  products.  Improved  efficiency  in  the  processing  and 
distribution  of  milk  could  be  a vital  factor  in  strengthening  the  fluid 
milk  market  to  the  benefit  of  dairy  farmers.  In  short,  the  maintenance 
of  unnecessarily  high  prices  to  consumers  for  fluid  milk  will  tend  to 
adversely  affect  fluid  milk  sales. 

Although  producers  in  the  aggregate  benefit  from  lower  retail 
prices,  producers  under  certain  circumstances  could  suffer  adverse 
effects  from  intense  resale  price  competition.  In  unregulated  mar- 
kets, dealers  are  likely  to  shift  back  to  producers  part  of  the  income 
loss  they  suffer  from  price  reductions.  But  in  many  markets,  federal 
and  state  milk  order  programs  shield  producers  to  a large  degree  from 
the  direct  losses  of  dealers. 

But  even  in  regulated  markets  individual  producers  can  suffer 
adverse  effects.  They  can  be  adversely  affected  as  a result  of  the 
financial  failure  of  dealers  who  cannot  pay  for  milk  that  producers 
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have  already  delivered.  Relatively  few  instances  of  such  losses  by 
producers  have  occurred,  however,  even  in  areas  where  no  resale 
price  maintenance  or  unfair  trade  practice  regulations  exist. 

Moreover,  producers  who  are  members  of  operating  coopera- 
tives are  directly  affected  by  reduced  margins  unless  their  organiza- 
tions are  the  innovators.  In  addition,  during  periods  of  intensified 
retail  price  competition,  dealers  may  reduce  or  eliminate  premiums 
that  would  otherwise  be  paid  over  minimum  order  prices.  Intense 
price  competition  may  reduce  the  potential  price  enhancement  that 
any  producer  group  can  negotiate  through  exercise  of  its  bargaining 
power . 

The  changes  taking  place  will  tend  to  lead  to  still  less  home 
delivery  of  milk.  In  some  areas,  home  delivery  may  no  longer  be 
available  to  consumers.  In  such  cases,  consumers  would  end  up  with 
milk  less  readily  available  than  before.  To  the  extent  that  decreased 
availability  of  milk  leads  to  lower  total  consumption  of  fluid  milk, 
farmers  would  suffer  adversely.  There  is  no  basis,  however,  for 
estimating  the  impact  of  such  a development  on  total  sales  in  a mar- 
ket. Furthermore,  these  changes  may  be  offset  by  other  effects, 
such  as  lower  prices,  which  stimulate  sales. 

In  addition,  individual  producers  in  certain  areas  could  find  that 
dealers,  under  intensely  competitive  situations,  might  look  to  new, 
more  distant  supplies  of  milk.  It  appears  that  this  would  only  happen 
in  cases  where  local  milk  is  not  priced  competitively.  Experience 
shows  that  many  distributors  prefer  a local  supply  of  milk  if  the  cost 
is  no  higher  than  that  of  a more  distant  supply. 

How  do  the  possible  adverse  and  beneficial,  effects  of  intense 
price  competition  on  producers  balance  out?  We  cannot  answer  this 
question  unequivocally.  But  speaking  in  general  terms,  producers  in 
the  aggregate  tend  to  benefit  from  a reduction  in  the  costs  of  proces- 
sing, packaging  and  distributing  milk  and  the  resulting  lower  prices 
to  consumers.  The  net  result  on  producers  in  any  given  area  depends 
in  part  on  whether  it  is  a surplus,  self-sufficient  or  deficit  area  of 
production.  In  my  opinion,  in  areas  where  production  exceeds  fluid 
consumption,  the  desirable  effects  should  outweigh  the  potential  losses 
that  producers  might  suffer  from  intense  resale  price  competition. 

The  net  effect  on  producers  in  deficit  areas  must  be  examined  more 
carefully. 

On  Consumers.  A severe  price  war  can  contribute  to  some  deterio- 
ration in  the  quality  of  milk  supplied  to  consumers.  Dealers  whose 
margins  are  hard  pressed  may  neglect  clean-up  and  sanitation 
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operations.  Vigorous  enforcement  of  health  regulations,  however, 
could  prevent  any  serious  detrimental  effects  from  such  actions. 

Overall,  consumers  stand  to  benefit  from  adjustments  leading  to 
lower  prices.  Consumers  obviously  gain  at  least  in  the  short  run  from 
price  reductions.  Moreover,  where  price  reductions  are  based  on  im- 
proved methods  and  greater  efficiency,  they  also  provide  long-run 
economic  benefits  to  consumers.  The  principal  potential  disadvantage 
of  price  cutting  to  consumers  would  be  that  which  could  result  from 
possible  impairment  of  the  market  structure.  Uncontrolled  price  com- 
petition could  reduce  the  number  of  distributors  in  a market  to  the  point 
where  the  remaining  distributors  eventually  would  raise  prices  to  levels 
higher  than  would  otherwise  exist.  However,  experience  in  milk  mar- 
kets where  competition  has  not  been  regulated  and  experiences  in  other 
similar  industries  indicate  that  the  likelihood  of  this  happening  is  very 
slim  as  long  as  restrictions  to  entry  do  not  exist.  Furthermore,  the 
growing  availability  of  acceptable  substitutes  limits  this  possibility. 

Conclusions 


Intense  price  competition  among  milk  distributors  could  result 
in  some  possible  detrimental  effects  on  producers  and  consumers. 

There  is  no  question  that  it  has  some  serious  adverse  effects  for  many 
of  the  firms  and  for  some  of  the  labor  engaged  in  processing  and  dis- 
tributing milk.  However,  the  technological  changes  that  will  probably 
occur  in  the  processing  and  distributing  of  milk  in  essentially  unregu- 
lated, competitive  markets  also  offer  significant  benefits  to  consumers 
and  at  least  in  many  situations,  to  producers.  Consequently,  from  the 
viewpoint  of  the  public  interest,  it  is  important  that  adjustments  which 
will  result  in  improved  methods,  greater  efficiency,  and  lower  costs 
not  be  prohibited  or  hindered,  even  if  this  means  increased  failures  of 
milk  distributors  and  displacement  of  more  labor.  Consequently, 
governmental  agencies  should  guard  against  adopting  any  program  of 
regulation  that  would  interfere  with  such  adjustments. 

One  course  of  action  would  be  to  permit  "free  competition"  in 
the  processing  and  distribution  of  fluid  milk  (i.  e.  not  have  any  regula- 
tion of  resale  prices  and  trade  practices).  Some  competitive  practices, 
however,  exist  in  a situation  of  no  regulation  that  disrupt  the  orderly 
competitive  process  and  impose  undue  hardships  on  legitimate,  efficient 
enterprises  engaged  in  the  processing  and  distribution  of  milk.  Such 
practices  include  unreasonably  low  prices  by  a dealer  aimed  at  reducing 
or  eliminating  competition,  unjustifiable  price  discrimination,  and  cer- 
tain disruptive  methods  of  competition,  such  as  the  granting  of  low-cost 
excessive  credit  to  customers,  provision  of  equipment  at  below  cost  or 
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no  cost,  and  the  payment  of  substantial  sums  of  money  for  particular 
sales  outlets.  Moreover,  there  has  been  considerable  evidence  of 
collusive  action  among  milk  dealers  in  some  markets  of  the  country 
to  limit  competition  and  to  maintain  prices  of  milk  at  arbitrary  levels. 
Therefore,  safeguards  against  monopolistic  abuses  also  are  needed. 

The  characteristics  of  milk  as  an  important  item  in  the  human 
diet,  as  a highly  perishable,  easily  contaminated  food,  and  the  relative 
importance  of  the  industry  to  the  agricultural  and  food -proc es sing  sec- 
tors of  many  states'  economies  are  factors  making  it  important  that 
unfair  and  disruptive  competitive  practice  be  minimized.  A difficult 
problem  exists,  however,  in  distinguishing  clearly  between  competition 
that  is  unfair  and  destructive  and  that  which  is  beneficial,  in  the  public 
interest,  and  a legitimate  part  of  the  competitive  system. 

In  view  of  the  fact  that  practices  can  and  do  exist  that  are  truly 
destructive,  I think  that  state  officials  together  with  federal  agencies 
have  a responsibility  to  try  to  minimize  unfair  destructive  competition 
as  long  as  such  regulation  promotes  the  public  interest.  I do  not  have 
any  overall  prescription  but  am  optimistic  that  regulatory  programs 
can  be  devised  that  include  criteria  for  identifying  "destructive"  prac- 
tices and  prohibiting  such  practices  without  incurring  a serious  risk 
of  preventing  or  eliminating  practices  and  adjustments  that  are  bene- 
ficial and  desirable  from  a public  viewpoint.  Regulatory  programs 
lacking  such  criteria  are  likely  to  do  more  harm  than  good. 
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PREVENTION  OF  UNFAIR  TRADE  PRACTICES 
IN  INTERSTATE  COMMERCE 

Lynn  C.  Paulson5!4 


It  is  a most  pleasant  experience  for  me  to  be  here  and  participate 
in  this  year's  Agricultural  Policy  Institute.  I think  those  who  convened 
this  meeting  are  due  great  credit  for  it  is  through  just  such  meetings  as 
this  that  our  free  enterprise  system  obtains  the  knowledge  with  which  to 
thrive.  Exchange  of  ideas  and  information  - in  short,  communication  - 
is  the  lifeblood  of  a free  society. 

I am  particularly  pleased  to  be  here  in  my  new  capacity  as 
Executive  Vice  President  and  General  Counsel  of  National  Independent 
Dairies  Association.  The  350  locally  owned  and  operated  dairies, 
spread  throughout  the  United  States,  who  compose  the  membership  of 
NIDA,  deserve  recognition  for  they  too  are  doing  much  to  make  our 
free  enterprise  way  of  life  endure.  In  a free  society,  people  must 
help  themselves.  I hope  that  in  drawing  upon  my  many  years  as  an 
antitrust  attorney  with  the  Federal  Trade  Commission  and  my  brief 
experience  with  NIDA,  I can  contribute  something  to  this  meeting. 

My  topic  is  Prevention  of  Unfair  Trade  Practices  in  Interstate 
Commerce.  The  topic  naturally  provokes  two  questions:  What  are 

unfair  trade  practices?  What  is  interstate  commerce? 

I chose  the  term  "prevention  of  unfair  trade  practices"  rather 
than  "prevention  of  monopoly"  purposely.  Monopoly  is  an  older,  more 
rigid  or  fixed  concept  than  the  concept  unfair  trade  practices.  The  two 
subjects  are  by  no  means  different,  but  the  one  is  more  elastic  than 
the  other.  Monopoly  stems  from  common  law  which  developed  before 
the  modern  corporate  concept.  It  connotes  getting  all  goods  in  one  line 
into  a single  pair  of  hands.  It  did  not  include  price  discrimination  or 
other  recognized  unfair  practices.  Today,  we  think  ahead  to  stop 
monopoly  in  its  incipiency.  Competition  is  the  opposite  of  monopoly 
and  there  are  degrees  of  each.  We  strive  today  to  keep  competition 
fair  because  that  is  the  way  to  keep  it  vigorous.  In  this  country  we 
rely  upon  the  competitive  system  to  give  us  the  best  in  production 
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and  distribution.  It  is  our  belief  that  if  that  system  fails  to  function 
properly  in  an  industry,  the  public  suffers. 

Broadly  speaking,  unfair  practices  are  all  those  practices 
which  tend  to  injure  the  operation  of  the  competitive  system  or  lessen 
its  effectiveness  as  a regulator  of  production  and  distribution.  A list 
of  practices  destructive  of  competition  is  being  established  in  legis- 
lation and  by  case  law.  Price  discrimination  was  banned  in  1914  with 
the  passage  of  the  Clayton  Act.  That  Act  also  specified  three  other 
unfair  methods,  namely,  tying  clauses,  mergers  which  unduly  les- 
sened competition  and  interlocking  directorates.  Unfair  practices 
are  being  named  both  at  the  state  and  federal  level.  There  is  not 
complete  harmony.  Some  states  have  gone  beyond  the  federal  gov- 
ernment, and,  as  to  pricing  practices,  the  federal  government  is 
ahead  of  the  states,  for  Congress,  by  Section  3 of  the  Robinson- 
Patman  Act,  has  prohibited  sales  at  unreasonably  low  prices.  States 
have  prohibited  sales  below  cost,  but  not  sales  at  unreasonably  low 
prices,  which  could  mean  sales  at  cost  or  only  slightly  above  cost. 

What  are  the  tests  by  which  we  determine  whether  or  not  a 
practice  is  unfair?  One  of  these  tests,  of  course,  is  the  intent  of 
Congress  in  passing  competition-preserving  legislation.  The  presi- 
dential campaign  in  1912  centered  around  the  growth  of  concentration 
and  monopoly  in  our  production-distribution  system.  Candidates  Taft, 
Wilson  and  Teddy  Roosevelt  promised  action.  Studies  of  the  growth 
of  concentration  and  monopoly  made  between  1890  and  1912  showed 
that  the  use  of  certain  methods  such  as  price  discrimination,  secret 
rebates,  tying  clauses,  bogus  independents  and  subsidies  was  a con- 
tributing factor  to  this  growth. 

When  Congress  met  in  1914,  it  tackled  the  problem  of  preserving 
competition.  The  Clayton  and  FTC  Acts  were  introduced.  They  were 
considered  simultaneously  in  Congress,  but  by  different  committees. 
Those  who  sponsored  the  Clayton  Act  believed  they  could  pinpoint  un- 
fair practices  and  prohibit  them  specifically,  one  by  one.  They  started 
with  tentative  definitions  for  some  thirty  and  ended  naming  four  - price 
discrimination,  mergers,  tying  clauses  and  interlocking  directorates. 

Another  group  believed  that  unfair  practices  should  be  reached 
through  a general  prohibition  which  would  be  implemented,  case  by 
case,  by  an  administrative  agency.  This  group  sponsored  the  FTC 
Act.  Section  5 of  that  Act  provides  that  unfair  methods  of  competition 
are  unlawful.  The  Act  establishes  a five -man  commission  to  act  as  a 
body  of  experts  to  identify  and  prohibit  the  methods  and  practices  con- 
demned. The  commission,  acting  as  a body  of  experts,  was  to  issue 
a complaint  announcing  that  it  intended  to  issue  a cease  and  desist 
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order  to  stop  a particular  practice  unless  cause  were  shown  why  it 
should  not  do  so. 

The  FTC  and  Clayton  Acts  have  now  been  on  the  statute  books 
for  49  years.  The  Clayton  Act  was  amended  in  1936  by  the  passage 
of  the  Robinson-Patman  Act.  By  the  Robinson-Patman  Act,  Congress 
rewrote  the  anti -price  discrimination  provision  of  the  original  Clayton 
Act  (Section  2)  and  added  the  additional  protection  against  unfair  pricing, 
found  in  Section  3,  namely,  a ban  on  sales  at  unreasonably  low  prices 
with  the  intent  of  lessening  competition  or  creating  monopoly.  There 
is  no  doubt  that  these  laws  have  been  effective.  Without  them,  there 
would  have  been  so  much  monopoly  that  government  ownership  would 
have  been  popular  at  the  polls.  These  acts  have  been  bulwarks  of  our 
freedom.  Preservation  of  a healthy  competitive  system  has  meant 
satisfaction  with  our  private  enterprise  system.  The  existence  of 
vigorous  competition  in  almost  all  lines  today  is  a tribute  to  the  far- 
sightedness of  the  authors  of  antitrust  legislation  for  before  it  was 
passed,  we  were  headed  toward  monopoly.  But  the  success  of  the 
past  half  century  only  points  up  the  need  for  continued  vigilance. 

Today,  our  corporations  are  even  bigger  than  before  and  we  hear 
arguments  for  still  larger  aggregations  of  capital  and  facilities.  The 
existing  giants  and  the  giants  to  come  have  unlimited  power.  They 
could  crush  most  competitors  without  showing  a dent  in  profits.  They 
must  be  held  to  a high  standard  of  competitive  behavior  if  the  competi- 
tive system  is  to  continue  to  play  its  role.  New  methods  of  competition 
and  new  trade  practices  must  be  examined  expertly  and  in  a timely 
manner  to  determine  their  possible  effects.  The  rules  for  competitive 
behavior  must  constantly  be  kept  up  to  date. 

Two  tests  have  been  applied  in  the  past  to  identify  unfair  prac- 
tices. One  was  a test  of  morality.  The  other  was  a test  of  effect  upon 
the  body  of  competition.  The  Supreme  Court  early  said  that  practices 
were  unfair  if  they  were  opposed  to  good  morals  because  characterized 
by  deception,  bad  faith,  fraud  or  oppression  or  had  a dangerous  tendency 
unduly  to  lessen  competition  or  create  monopoly.  These  tests  were 
stated  in  FTC  v.  Gratz,  253,  U.S.  421.  They  have  remained  the  tests 
up  to  today  though  some  courts  have  gone  beyond  to  say  that  practices 
which  are  opposed  to  the  public  interest  for  other  reasons  are  unfair. 

In  FTC  v.  Algoma  Lumber  Co.  291  U.S.  67  (1934),  for  instance,  it  was 
said  of  earlier  adjudications  that  according  to  the  law  as  then  adjudged 
many  competitive  practices  that  could  now  be  suppressed,  were  not 
actionable  wrongs  previously.  And  in  FTC  v.  Keppel  and  Bro.  , Inc. 

291  U.S.  304  (the  break,  and  take  candy  case)  the  Supreme  Court  said, 

" . . . a method  of  competition  which  casts  upon  one's  competitors  the 
burden  of  the  loss  of  business  unless  they  will  descend  to  a practice 
which  they  are  under  a powerful  moral  compulsion  not  to  adopt  , even 
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though  it  is  not  criminal,  was  thought  to  involve  the  kind  of  unfairness 
at  which  the  statute  was  aimed.  " 

In  defining  unfair  methods  of  competition  in  the  Cement  Institute 
case,  the  Supreme  Court  said: 

"Unfair  Methods  of  Competition.  --We  sustain  the  Commis- 
sion's holding  that  concerted  maintenance  of  the  basing  point 
delivered  price  system  is  an  unfair  method  of  competition 
prohibited  by  the  Federal  Trade  Commission  Act.  In  so 
doing  we  give  great  weight  to  the  Commission's  conclusion, 
as  this  Court  has  done  in  other  cases.  Federal  Trade  Comm'n. 
v.  R.  F.  Keppel  & Bro.  , 291  U.  S.  304,  314  (18  F.  T.  C.  684, 

2 S.  & D.  259);  Federal  Trade  Comm'n.  v.  Pacific  States 
Paper  Trade  Assn.,  273  U.S.  52,  63  (11  F.'T.C.  636,  1 S.  & 

D.  583).  In  the  Keppel  case  the  Court  called  attention  to  the 
express  intention  of  Congress  to  create  an  agency  whose 
membership  would  at  all  times  be  experienced,  so  that  its 
conclusions  would  be  the  result  of  an  expertness  coming  from 
experience.  We  are  persuaded  that  the  Commission's  long 
and  close  examination  of  the  questions  it  here  decided  has 
provided  it  with  precisely  the  experience  that  fits  it  for  per- 
formance of  its  statutory  duty.  The  kind  of  specialized 
knowledge  Congress  wanted  its  agency  to  have  was  an 
expertness  that  would  fit  it  to  stop  at  the  threshold  every 
unfair  trade  practic e - -that  kind  of  practice,  which  if  left 
alone,  'destroys  competition  and  establishes  monopoly.  ' 

Federal  Trade  Commission  v.  Raladam  Co.,  283  U.S.  643, 

647,  650  (1  5~F.  T.  C.  598,  2 S.  & D.  116).  And  see  Federal 
Trade  Comm'n.  v.  Raladam  Co.,  316  U.S.  149,  152  (34 
F.T.C.  1843,  3 S.  & D.  4 74).  " 

With  this  background  let  us  look  at  some  specific  examples. 

What  about  off  list  pricing?  Is  publishing  a list  price  and  then  selling 
off  it  an  unfair  practice?  In  my  brief  in  the  ice  cream  cases  I argued 
that  it  was,  as  follows: 

"Off  list  pricing  deserves  special  attention.  It  is 
characterized  by  deception,  bad  faith,  and  fraud.  A com- 
pany that  puts  itself  and  its  products  before  the  country 
with  national  advertising  and  a published  price  list;  estab- 
lishes a belief  in  the  public  mind  that  it  has  quality  products 
and  that  it  does  business  in  a reputable  manner;  represents 
that  it  will  stand  back  of  its  products;  and  in  all  creates  the 
impression  that  it  is  reliable  and  trustworthy,  then  proceeds 
to  sell  its  products  to  one  for  one  price  and  to  another  for 
another  is  not  acting  fairly.  Such  behavior  is  deceptive. 
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"To  get  the  benefit  of  the  prestige  of  size  and  sub- 
stantiality, while  trading  in  the  market  places  as  in  an 
oriental  bazaar  at  the  same  time,  is  to  defraud,  deceive, 
and  break  faith.  The  Supreme  Court  has  addressed  itself 
to  such  duplicitous  conduct.  It  did  so  in  Kiefer -Stewart 
v.  Seagram.  There  Seagram  was  being  sued  for  having 
cast  off  Kiefer -Stewart  as  a wholesaler.  It  defended  by 
saying  it  was  not  a separate  entity  but  only  a unit  in  a 
family.  The  Supreme  Court  said,  You  hold  yourself  out 
as  a competitor,  therefore  you  must  stand  before  the  law 
as  one.  (Kiefer -Stewart  Co.  v.  Joseph  E.  Seagram  & 

Son,  Inc.  340  U.S.  211).  Any  other  rule  would  vest  large 
corporations  with  an  unfair  advantage  over  the  single  unit 
entity.  The  same  principle  applies  here.  If  respondents 
establish  substantiality  in  the  public  mind  and  publish 
price  lists,  they  must  adhere  to  them. 

"There  are  laws  prohibiting  price  discrimination. 

Why  are  they  enacted?  What  is  the  principle  underlying 
them?  Is  it  not  exactly  the  same  principle  that  under- 
lies the  FTC  Act?  It  is  well  recognized  that  it  is.  Both 
laws  have  preservation  of  fair  competition  as  a common 
objective.  Since  price  discrimination  is  unlawful  and 
since  off  list  pricing  is  clearly  price  discrimination,  we 
have  no  difficulty  in  determining  that  off  list  pricing  is 
an  unfair  method  within  Section  5.  Off  list  pricing  is 
unfair  because  it  is  opposed  to  the  public  policy  expressed 
by  the  Clayton  Act.  It  is  unfair  because  it  is  characterized 
by  bad  faith,  fraud,  and  deception.  It  is  unfair  because  of 
a dangerous  tendency  unduly  to  lessen  competition.  It  has 
all  of  the  elements  of  commercial  bribery  and  is  unfair  for 
that  reason.  As  used  by  respondents,  it  tends  toward  ex- 
clusive dealing  and  is  monopolistic." 

What  about  subsidies  to  dealers  - inducements  and  gratuities  of 
various  kinds  - are  they  unfair?  The  state  of  Wisconsin  has  said  so 
and  its  law  has  been  held  to  be  constitutional.  The  Supreme  Court  of 
the  state  of  Wisconsin  said: 

"The  challenged  statutes  forbid  a variety  of  aids  formerly 
given  by  all  wholesalers  to  retailers  whose  trade  the  whole- 
saler desired.  While  the  respondents  asserted  and  the  trial 
court  found  that  the  purpose  of  such  aids  was  solely  to  stim- 
ulate the  sale  of  selected  dairy  products  to  the  consumer 
and  that  none  of  the  practices  tended  to  promote  monopoly 
or  unfairly  to  divert  trade  from  smaller  wholesalers  to 
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larger  ones,  there  is  substantial  evidence  to  the  con- 
trary. 


"We  conclude  that  the  unregulated  practices  referred  to 
in  these  statutes,  such  as  the  extension  of  unlimited  credit, 
the  making  of  loans,  the  wholesaler's  advertisement  of  the 
retailer’s  business,  the  gift  or  loan  of  essential  retailing 
fixtures  and  equipment,  the  gift  of  secret  rebates  and  dis- 
counts given  to  favored  retailers  by  wholesalers  in  con- 
sideration of  the  retailer's  business  may,  in  the  judgment 
of  the  legislature,  be  considered  unfair  trade  practices, 
and  regulated  in  the  promotion  of  the  public  welfare. 

"The  legislature  may  honestly  and  reasonably  conceive 
that  the  prohibition  of  such  practices  or  the  regulation  of 
them  as  the  statute  provides  will  enable  smaller  or  less 
wealthy  wholesalers  to  compete  for  the  retailer's  trade 
and  therefore  to  continue  to  function  in  the  economy  of  the 
transfer  of  the  product  of  the  dairy  farmer  to  its  ultimate 
conversion  and  sale  in  the  form  of  selected  dairy  prod- 
ucts ..."  (unreported  Nos.  26  and  27  August  term  1959. 

The  Borden  Co.  v.  Donald  N.  McDowell  &:  State  of  Wis.  ) 

Now  what  is  interstate  commerce? 

There  is,  of  course,  no  definite  answer  to  this  question,  what 
is  interstate  commerce.  It  is  a constantly  changing  concept.  Lawyers 
are  always  arguing  for  different  interpretations  and  courts  are  writing 
varying  opinions.  The  court  that  speaks  with  the  most  authority  is  the 
U.  S.  Supreme  Court.  I think  I can  best  present  information  on  what  is 
interstate  commerce  by  discussing  the  Supreme  Court's  opinion  in  Moore 
v.  Mead's  Fine  Bread  Co.  decided  October  term  1954,  Justice  Douglas 
writing  the  opinion.  The  question  of  what  is  interstate  commerce  arises 
because  ours  is  a dual  system  of  government.  Our  name,  the  United 
States,  is  a descriptive  name.  That  is  exactly  what  we  are,  50  states 
united  under  a constitution  which  establishes  a dividing  line  between 
federal  and  state  authority.  In  forming  this  nation  the  13  colonies 
yielded  control  of  certain  things  to  the  federal  government.  One  of 
these  things  was  the  regulation  of  interstate  commerce.  They  reserved 
the  regulation  of  intrastate  commerce  to  themselves.  But  as  corpora- 
tions grew  bigger  and  bigger  with  plants  operating  in  many  different 
states  and  goods  flowing  to  and  fro,  the  separation  of  commerce  into 
parts,  one  for  the  states  to  handle,  and  the  other  for  the  federal  gov- 
ernment, has  become  very  difficult.  There  is  such  a close  relationship 
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between  all  of  the  acts  of  a given  corporation  that  it  is  unrealistic  to 
try  to  divide  regulatory  responsibility.  In  the  case  of  the  long  lines 
division  of  A T &T  for  example,  states  leave  the  job  to  the  federal 
government  entirely  even  though  a.  lot  of  long  distance  calls  are  made 
from  one  point  to  another  in  the  same  state.  Divided  regulation  would 
be  unrealistic  and  impractical. 

That  is  just  about  what  the  Supreme  Court  has  ruled  in  the  law 
regarding  other  multi-plant  interstate  corporations.  Moore  v.  Mead's 
Fine  Bread  poses  the  question  squarely,  and  the  Supreme  Court's 
recital  of  the  facts  is  very  clear.  It  reads  as  follows: 

"Petitioner  was  engaged  in  the  bakery  business  at 
Santa  Rosa,  New  Mexico,  none  of  his  activities  being  inter- 
state in  character.  Respondent  is  a corporation  in  the 
baking  business  at  Clovis,  New  Mexico.  It  is  one  of  several 
corporations  having  interlocking  ownership  and  management, 
all  in  the  Mead  family  and  associates.  These  corporations 
maintain  plants  at  Lubbock  and  Big  Spring,  Texas,  and  at 
Hobbs,  Roswell,  and  Clovis,  New  Mexico.  They  all  market 
their  bread  under  the  name  "Mead's  Fine  Bread"  and  pro- 
mote the  product  through  a common  advertising  program. 

These  corporations  purchase  their  flour  and  bread  wrappers 
as  a unit.  Respondent  sells  bread  in  Farwell,  Texas,  a 
town  which  it  serves  with  a bread  truck  operating  out  of 
Clovis,  New  Mexico. 

"For  some  months,  petitioner  and  respondent  were 
in  competition  in  Santa  Rosa.  There  is  evidence  that,  on 
the  threait  of  petitioner  to  move  his  bakery  to  another  town, 
the  local  Santa  Rosa  merchants  agreed  to  purchase  peti- 
tioner's products  exclusively.  Respondent,  labeling  that 
action  a boycott,  cut  the  wholesale  price  of  bread  in  Santa 
Rosa  from  14  cents  to  7 cents  for  a pound  loaf  and  from 
21  cents  to  11  cents  for  a pound -and -a -half  loaf.  The 
Mead  companies  did  not  cut  the  prices  of  bread  in  any 
other  town;  and  respondent  did  not  cut  its  prices  of  bread 
in  Farwell,  Texas. 

"The  price  war  continued  from  September  1948  to 
April  1949,  and  as  a result  petitioner  was  forced  to  close 
his  busines s . " 

The  court  next  discussed  the  Court  of  Appeals  Decision  and 

said: 
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,:The  Court  of  Appeals  reversed  the  judgment  for 
petitioner  on  the  ground  that  the  injury  resulting  from  the 
price  cutting  was  to  a purely  local  competitor  whose  busi- 
ness was  in  no  way  related  to  interstate  commerce.  'If 
competition  was  lessened  or  a monopoly  created,  ’ said 
the  Court  of  Appeals,  'it  was  purely  local  in  its  scope 
and  effect  and  in  no  way  related  to  or  affected  interstate 
commerce.  ' " 

The  position  taken  by  the  Circuit  Court  of  Appeals  typifies  the 
kind  of  thinking  that  has  prevailed  in  many  quarters  concerning  in- 
terstate commerce.  The  Circuit  Court  found  that  the  destruction  of 
Moore  in  Santa  Rosa,  New  Mexico,  in  no  way  affected  interstate  com- 
merce since  Moore  sold  only  in  New  Mexico.  It  looked  at  the  question 
solely  from  the  standpoint  of  the  sales  territory  of  the  petitioner. 

The  Supreme  Court  looked  at  the  question  from  a broader  basis 
and  reached  the  opposite  conclusion.  Here  is  what  the  Supreme  Court 
said: 

"We  think  that  the  practices  in  the  present  case  are 
also  included  within  the  scope  of  the  antitrust  laws.  We 
have  here  an  interstate  industry  increasing  its  domain 
through  outlawed  competitive  practices.  The  victim,  to 
be  sure,  is  only  a local  merchant;  and  no  interstate  trans- 
actions are  used  to  destroy  him.  But  the  beneficiary  is  an 
interstate  business;  the  treasury  used  to  finance  the  war- 
fare is  drawn  from  interstate,  as  well  as  local,  sources 
which  include  not  only  respondent  but  also  a group  of  inter- 
locked companies  engaged  in  the  same  line  of  business; 
and  the  prices  on  the  interstate  sales,  both  by  respondent 
and  by  the  other  Mead  companies,  are  kept  high  while  the 
local  prices  are  lowered.  If  this  method  of  competition 
were  approved,  the  pattern  for  growth  of  monopoly  would 
be  simple.  As  long  as  the  price  warfare  was  strictly  in- 
trastate, interstate  business  could  grow  and  expand  with 
impunity  at  the  expense  of  local  merchants.  The  com- 
petitive advantage  would  then  be  with  the  interstate  com- 
bines, not  by  reason  of  their  skills  or  efficiency  but 
because  of  their  strength  and  ability  to  wage  price  wars. 

The  profits  made  in  interstate  activities  would  underwrite 
the  losses  of  local  price-cutting  campaigns.  No  instru- 
mentality of  interstate  commerce  would  be  used  to  destroy 
the  local  merchant  and  expand  the  domain  of  the  combine. 

But  the  opportunities  afforded  by  interstate  commerce 
would  be  employed  to  injure  local  trade.  Congress,  as 
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guardian  of  the  Commerce  Clause,  certainly  has  power 
to  say  that  those  advantages  shall  not  attach  to  the  priv- 
ilege of  doing  an  interstate  business.  " 

The  approach  which  the  Supreme  Court  took  in  Moore  v.  Mead's 
Fine  Bread  is  certain  to  be  the  accepted  rule  in  time.  At  present,  the 
FTC  and  the  Department  of  Justice  are  not  as  mindful  of  it  as  they 
might  be  and  these  agencies  have  therefore  failed  to  stop  some  monop- 
olistic practices  which  they  could  reach  and  which  are  causing  a great 
deal  of  damage.  It  is  to  be  hoped  that  they  will  catch  up  with  the  law 
and  thereafter  keep  current.  Incidentally,  Moore  v.  Mead's  Fine 
Bread  was  an  action  brought  by  a private  party  under  the  Clayton  and 
Robinson-Patman  Acts  for  treble  damages  and  not  by  a governmental 
agency.  The  importance  of  private  relief  for  antitrust  violations  is 
another  subject  and  before  I stray  into  it  I had  better  close. 

It  has  been  a distinct  privilege  to  be  here  with  you  today. 
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LOUISIANA  DAIRY  INDUSTRY; 

AN  EXPERIENCE  IN  DUAL  REGULATION 

William  H.  Alexander* 


In  the  preparation  of  this  paper,  I realized  that  it  would  not  be 
possible  to  vividly  portray  the  struggles  among  people  and  firms  that 
were  involved  in  the  events  which  are  the  substance  of  this  discussion. 
It  is  hoped,  however,  that  the  experiences  by  these  groups  will  be  use- 
ful as  guidelines  for  problems  which  you  may  have. 

During  the  1950's,  the  Louisiana  dairy  industry  changed  from  a 
deficit  supply  area  to  one  which  was  fully  supplied  by  local  production. 
Prices  received  by  producers  for  milk  remained  relatively  unchanged 
from  1955  through  I960.  This  same  period  was  marked  by  intense 
competition  among  handlers  for  sale  of  milk  to  consumers.  One  of  the 
major  stimulants  for  competition  was  the  aggressive  promotion  of  milk 
sales  by  supermarkets.  So  keen  was  the  competition  that  handlers 
were  obliged  to  give  rebates,  discounts,  advertising  allowances,  re- 
frigerated display  counters,  and  other  inducements  in  order  to  main- 
tain their  wholesale  outlets.  These  factors,  together  with  the  shift 
from  the  glass  bottle  to  single  service  cartons,  resulted  in  extremely 
narrow  margins  for  handlers.  In  many  cases  sales  were  made  below 
costs.  Low  returns  and  net  losses  by  handlers  prompted  them  to  call 
on  the  State  Legislature  for  regulations  designed  to  prevent  milk  sales 
below  cost. 

Dairy  farmers  were  interested  in  obtaining  a statute  which  would 
provide  for  state  pricing  of  producer  milk.  Joint  efforts  by  the  pro- 
ducers and  handlers  resulted  in  the  passage  of  Act  193,  known  as  the 
"Orderly  Milk  Marketing  Act.  " 'The  Act  was  passed  in  June,  1958. 
Immediately  after  it  became  effective  (September,  1958),  a super- 
market filed  a suit  to  enjoin  the  Commissioner  of  Agriculture  from 
enforcing  the  Act  on  the  grounds  that  it  violated  both  State  and  Federal 
Constitutions.  In  February,  1959,  the  District  Court  decided  that  the 
Act  was  Constitutional,  thus  denying  the  request  for  a preliminary 


^Department  of  Agricultural  Economics  and  Agribusiness, 
Louisiana  State  University.  The  author  is  grateful  to  Mr.  Ellis  C. 
Magee,  Administrative  Counsel  for  the  Louisiana  Milk  Commission, 
for  helpful  suggestions  in  the  preparation  of  this  paper. 
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injunction.  Following  this  judgment,  the  supermarket  appealed  the 
case  to  the  Supreme  Court  of  Louisiana  which  concurred  in  the  de- 
cision of  the  District  Court.  ]J  Finally,  the  decision  of  the  State 
Supreme  Court  was  ratified  by  the  Supreme  Court  of  the  United  States 
when  it  declined  to  review  the  case. 

Immediately  after  Act  193  became  effective,  three  milk  handlers 
in  the  New  Orleans  Market  obtained  an  injunction  in  Federal  District 
Court  to  prevent  the  Louisiana  Commissioner  of  Agriculture  from  en- 
forcing the  Act.fi/  In  effect,  the  Court  granted  the  first  stage  of  the 
injunction  without  a hearing  on  its  merits.  However,  final  ruling  on 
the  injunction  was  withheld  until  the  state  ruled  upon  the  question  of 
constitutionality.  Since  the  decision  by  the  U.  S.  Supreme  Court, 
handlers  have  taken  no  further  action  in  these  Federal  Court  suits. 

On  March  1,  1959,  State  Order  Number  One  was  issued  for  the 
New  Orleans  Marketing  Area.  Basically,  the  state  order  contained 
the  same  provisions  as  the  federal  order,  which  was  already  operating 
in  the  area,  with  the  exception  of  the  level  of  minimum  prices  to  be 
paid  producers.  The  method  of  price  determination  was  the  same  in 
both  orders  with  the  exception  that  the  state  order  provided  that  the 
minimum  price  be  "not  less  than  $6.  00  per  hundredweight  for  milk 
containing  4.  0 percent  butterfat.  " This  provision  resulted  in  the 
state  order  price  being  higher  than  the  federal  order  price.  Thus, 
it  was  the  ruling  price. 

Soon  sifter  the  state  pricing  order  went  into  effect  in  the  New 
Orleans  Market,  practically  all  the  remainder  of  the  handlers  in  the 
Market  joined  the  three  large  handlers  in  their  suit  to  prevent  en- 
forcement of  Act  193. 

Because  there  was  doubt  as  to  the  validity  of  the  state  order, 
handlers  continued  to  pay  the  federal  order  price  and  held  the  state 
order  premium  money  in  escrow.  Since  the  state  order  price  was 
considerably  higher  than  the  federal  order  price,  the  funds  in  escrow 
became  quite  large. 

The  premiums  resulting  from  a higher  state  order  price  during 
the  six  months  (Mar ch -August,  1 959)  were  paid  to  producers  during 
I960.  It  was  added  to  their  unit  price  and  extended  over  several 
months . 


1_/Schwegmann  Bros.  Giant  Supermarket  vs.  McCrory,  1959, 

237  La.  768,  112  So.  2d  606,  appeal  dismissed  80  S.  Ct.  207,  361 
U.  S.  1 14,  4 L.  Ed.  2d  1 54. 

^Borden  Company  vs.  McCrory,  D.C.  1959,  169  F.  Supp.  197. 
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The  pricing  provisions  of  State  Order  Number  One  operated  only 
during  the  period  from  March  1 through  August  31,  1959.  Beginning  in 
September  of  that  year,  producers  were  successful  in  negotiating  a 
premium  over  the  federal  order  price  during  most  of  the  time  until  a 
new  state  order  was  issued  for  the  New  Orleans  Market  in  December, 
I960. 


Statewide  Regulations  Under  Act  193 

Although  Act  193  gave  the  Louisiana  Commissioner  of  Agriculture 
the  power  to  regulate  trade  practices  i'n  the  sale  of  milk  by  handlers, 
this  part  of  the  regulation  was  not  very  effective.  There  were  several 
reasons  for  this  situation.  In  the  first  place,  the  injunctions  by  Federal 
District  Court  prohibited  enforcement  on  certain  handlers  which  pre- 
vented the  effective  enforcement  of  the  regulations.  This  situation  also 
prevented  the  collection  of  necessary  funds  for  enforcement.  In  the 
second  place,  the  Courts  had  not  decided  on  the  constitutionality  of  the 
Act  until  the  Spring  of  I960.  Thirdly,  part  of  the  handlers1  problems 
were  alleviated  by  the  passage  of  the  Act,  since  they  could  allege  to 
their  customers  that  discounts  and  rebates  were  illegal,  and  thus  were 
able  to  eliminate  some  of  the  traditional  discounting.  However,  some 
of  the  handlers  engaged  in  flagrant  violations  because  of  the  protection 
of  their  injunctions.  This,  in  effect,  made  it  necessary  for  the  other 
handlers  to  engage  in  the  same  practices. 

State  Milk  Marketing  Orders 


In  addition  to  the  regulation  of  trade  practices,  Act  193  contained 
provisions  giving  the  Commissioner  authority  to  establish  minimum 
prices  to  be  paid  producers.  As  soon  as  the  constitutionality  of  the  Act 
was  determined,  producers  began  proceedings  to  obtain  state  order 
pricing. 

After  a statewide  hearing  on  proposals,  the  Commissioner  issued 
two  state  milk  marketing  orders  (No.  2 and  No.  3).  Order  Number  2 
is  known  as  the  "Greater  Louisiana  Marketing  Area"  and  contains  all 
the  area  not  included  in  the  New  Orleans  Market  (Order  No.  3).  It  in- 
cludes the  Northern  Louisiana  Marketing  Area  as  defined  under  the 
federal  order  and  47  additional  parishes.  In  both  cases,  most  of  the 
provisions  of  the  state  orders  were  the  same  as  the  federal  orders  in 
the  respective  areas,  except  for  the  pricing  provisions.  New  Orleans 
operates  under  a market -wide  pool  while  the  federal  order  in  Northern 
Louisiana,  at  that  time,  included  the  individual  handler  pooling  ar- 
rangement. 
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Minimum  prices  received  by  producers  under  both  state  orders 
are  determined  by  a so-called  economic  formula.  Producer  prices 
under  this  statute  have  been  consistently  higher  than  those  under  the 
federal  orders  operating  in  the  state.  In  spite  of  this  fact,  operations 
under  dual  regulations  were  smooth  until  the  summer  of  1961,  when 
producers  in  the  Northern  Louisiana  Federal  Order  Market  (State 
Order  No.  2)  requested  a market-wide  pool  for  the  area.  This  move 
created  a rash  of  court  actions.  The  numerous  court  actions  stemmed 
from  the  fact  that  the  "Greater  Louisiana  Marketing  Area"  encom- 
passed such  a large  territory  that  problems  were  not  uniform  through- 
out the  area.  It,  in  fact,  encompassed  what  many  feel  should  be  three 
or  four  separate  marketing  areas. 

The  first  action  came  when  the  Commissioner,  on  December  6, 

1961,  sensing  that  a conflict  was  inevitable  if  the  Secretary  granted  a 
market -wide  pool  for  the  federal  order  while  the  state  remained  on  an 
individual  handler  pool,  petitioned  the  Secretary  for  cooperation  be- 
tween the  two  agencies.  The  market-wide  pool  in  the  federal  order 
became  effective  in  the  Northern  Louisiana  Marketing  Area,  June  1, 

1962.  At  that  time,  the  state  order  provisions  covering  the  same  area 
included  an  individual  handler  pool.  Thus,  the  Northern  Louisiana 
Marketing  area  was  subject  to  market-wide  pooling  under  federal  reg- 
ulations and  an  individual  handler  pool  under  state  regulations. 

As  soon  as  the  federal  order  market-wide  pool  was  approved,  a 
group  of  individual  farmers  who  were  opposed  to  the  pooling  arrange- 
ment filed  an  injunction  in  the  U.  S.  District  Court  to  prevent  the 
Assistant  Market  Administrator  from  enforcing  the  provisions  of  the 
federal  order. 

They  maintained  that  the  provisions  of  7 U.S.C.  61  0 ( i ) provides 

that 

The  Secretary  of  Agriculture  upon  the  request  of 
the  duly  constituted  authorities  of  any  State  is  directed, 

...  in  order  to  obtain  uniformity  in  the  formulation, 
administration,  and  enforcement  of  Federal  and  State 
programs  relating  to  the  regulation  of  the  handling  of 
agricultural  commodities  or  products  thereof,  to  confer 
with  and  hold  joint  hearings  with  the  duly  constituted 
authorities  of  any  State,  and  is  authorized  to  cooperate 
with  such  authorities;  ...  to  issue  orders  (subject  to 
the  provisions  of  section  608c  of  this  title)  comple- 
mentary to  orders  or  other  regulations  issued  by  such 
authorities;  .... 
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The  Court  dismissed  the  case  on  two  counts:  (1)  that  the  Assistant 

Market  Administrator  (in  charge  of  the  Northern  Louisiana  Area)  was 
not  the  appropriate  party  defendant,  and  (2)  plaintiffs  did  not  exhaust 
their  administrative  remedies.  3./ 

By  the  time  the  Court  denied  the  request  for  injunction  by  pro- 
ducers, four  milk  handlers  were  in  the  same  court  to  file  interpleader 
actions.  They  maintained  that  the  conflict  between  state  and  federal 
regulations  should  be  resolved  by  the  court.  The  court  required  that 
while  the  problem  was  being  resolved  the  four  pleading  handlers  should 
deposit  two  separate  checks  in  the  court  each  month,  said  checks  would 
equal  each  handler's  total  obligations  for  raw  milk.  One  check  would 
contain  the  money  owed  to  the  producer  settlement  fund  under  the  fed- 
eral order.  The  other  would  be  for  the  amount  of  money  represented 
by  the  difference  between  the  handler's  total  obligations  under  the 
federal  order  and  his  total  obligations  under  the  state  order.  The 
Secretary  of  Agriculture  reacted  to  the  interpleader  suits  with  two 
counter  moves.  First,  he  filed  a motion  to  dismiss,  claiming  that 
the  United  States  is  not  subject  to  interpleader  action,  and  that  the 
handlers  had  failed  to  exhaust  their  administrative  remedies.  Second, 
he  filed  suits  against  each  of  the  four  handlers  asking  for  an  injunction 
requiring  them  to  comply  with  the  federal  order  regulation. 

This  action  by  the  Secretary  prompted  the  Louisiana  Commis- 
sioner of  Agriculture  and  a group  of  individual  producers  to  file 
applications  to  intervene  in  the  suits  filed  by  the  Secretary.  As  a 
result  of  this  action,  handlers  filed  answers  to  the  Secretary's  suits 
for  compliance  while  still  pursuing  their  original  interpleader  actions. 

The  judge  ruled  that  (1)  the  Government  had  not  consented  to  the 
suit,  and  (2)  handlers  had  failed  to  exhaust  their  administrative  rem- 
edies. Thus,  in  December,  1962,  the  court  rendered  a decision 
requiring  the  handlers  to  comply  with  the  federal  order  regulations. 

No  mention  was  made  of  the  conflict  between  the  two  orders.  When 
this  decision  was  rendered,  the  court  returned  the  money,  which  it 
had  been  holding  in  escrow,  to  the  handlers  who  had  deposited  it. 

Since  the  handlers  were  only  required  to  comply  with  federal  order 
regulations,  the  producers  who  supplied  them  with  milk  received 
about  one-fourth  the  total  amount  of  money  they  expected,  since  the 
bulk  of  the  escrow  money  was  due  to  the  difference  between  state  and 
federal  order  prices. 


^/Philip  G.  Cook  vs.  Watts,  Federal  District  Court  for  the 
Western  District  of  Louisiana,  June  1962. 
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While  this  litigation  was  in  progress,  the  other  handlers  in  the 
market  were  paying  the  state  order  price.  Thus,  some  handlers  were 
paying  their  total  obligations  on  the  basis  of  state  pricing  provisions 
while  others  were  holding  the  state  premium  monies  in  escrow.  It 
was  not  until  April,  1963  that  all  of  the  handlers  complied  with  the 
state  pricing  regulations  and  paid  producers  all  the  remaining  money 
required  by  the  state  order. 

In  December,  1961,  the  Louisiana  Commissioner  of  Agriculture 
filed  suit  against  the  Secretary  of  Agriculture  in  which  he  asked  the 
court  to  enjoin  the  Secretary  from  enforcing  federal  orders  in  conflict 
with  state  orders.  This  case  was  set  for  court  hearing  on  February  1, 
1963,  in  the  Federal  District  Court  for  the  Eastern  District  of  Louisiana. 
The  Commissioner  was  able  to  bring  suit  against  the  Secretary  in  the 
local  District  Court  as  the  result  of  a new  law  which  became  effective  on 
October  5,  1962. — 

Instead  of  hearing  the  case,  the  judge  held  a conference  in  his 
chambers.  Following  the  conference,  the  judge  ordered  the  two  parties 
(Secretary  of  Agriculture  and  Louisiana  Commissioner  of  Agriculture) 
to  hold  such  hearings  and  conferences  as  are  contemplated  by  7 U.S.C. 

61  0(1)  with  a view  to  arriving  at  agreement  on  and  issuing,  if  possible, 
cooperative  agreements  and  orders  agreeable  to  both  agencies.  The 
judge  allowed  60  days  for  such  conferences  and  cooperative  procedures 
to  be  worked  out.  Two  30 -day  extensions  have  been  made  to  allow  for 
more  meetings,  etc. 

This  action  resulted  in  the  preparation  of  a "Memorandum  of 
Understanding"  which  both  the  Secretary  and  the  Commissioner  have 
signed.  The  memorandum  contains  many  escape  clauses  and  is  not 
considered  to  be  an  effective  instrument. 

While  the  conflict  between  federal  and  state  orders  was  in  the 
courts,  the  producer  cooperative  association  in  the  Northern  Louisiana 
Marketing  Area  requested  the  Commissioner  of  Agriculture  to  change 
the  state  order  so  that  the  area  in  Northern  Louisiana  covered  by  federal 
and  state  orders  would  shift  from  an  individual  handler  pool  to  a market- 
wide pool.  Before  the  Commissioner  would  call  a hearing  on  the  subject, 
he  required  the  producers  in  the  Northern  Louisiana  Marketing  Area 
covered  by  the  federal  order  to  vote  individual  ballots  as  to  their  desires 
concerning  the  pooling  arrangements.  More  than  three -fourths  of  the 
producers  in  the  Area  voted  in  favor  of  a market -wide  pool. 


— 28 


U.S.C.  1391 
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A state  order  hearing  was  called  and  the  Commissioner  recom- 
mended a market -wide  pool  for  that  portion  of  the  Greater  Louisiana 
Area  which  is  covered  by  the  federal  order.  Since  this  was  an  amend- 
ment to  the  Greater  Louisiana  Order,  all  producers  under  the  order 
were  eligible  to  vote.  When  the  vote  was  counted,  it  did  not  receive 
the  necessary  two-thirds  vote  of  producers.  There  were  several 
reasons  for  this  situation.  In  the  first  place,  the  Commissioner  per- 
mitted the  vote  to  be  taken  on  the  amendment  separately,  not  on  the 
order  as  amended  (2)  producer  cooperatives  were  permitted  to  vote 
a bloc  vote,  but  a large  number  of  producers  in  a market  250  miles 
removed  from  the  Northern  Louisiana  Market  voted  in  opposition. 

The  reason  given  was  that  i!they  were  opposed  to  market-wide  pools 
in  general”  and  that  the  Northern  Louisiana  pool  might  have  some  in- 
fluence on  their  area;  and  (3)  a supreme  effort  by  nonmembers  in 
opposition  to  the  market -wide  pool.  I might  add  that  a producer 
association  with  members  residing  in  Mississippi  also  voted  in  the 
referendum.  These  are  some  of  the  problems  created  by  an  inappro- 
priately defined  marketing  area. 


Method  of  Distributing  the  State  Order  Premium 

The  minimum  prices  paid  producers  under  the  state  marketing 
order  have  been  higher  than  federal  order  prices  during  each  month 
since  December,  196-0.  Producer  associations  in  the  "Greater  Louis- 
iana Marketing  Area"  were  successful  in  shifting  the  Northern  Louisiana 
Marketing  Area  portion  of  the  market  to  a market-wide  pool  under  the 
federal  order,  but  not  under  the  state  order.  As  a result,  the  state 
order  premiums  in  that  area  are  being  distributed  on  a dual  pool  basis. 
The  method  of  calculating  the  pay-out  is  an  interesting  one.  First,  the 
Market  Administrator  for  the  federal  order  computes  handlers'  total 
obligations  for  raw  milk  under  the  federal  order,  including  payments 
into  and  out  of  the  producer  settlement  fund.  Pay-outs  are  made  as  re- 
quired by  the  federal  order  regulations.  However,  a handler's  total 
obligation  is  not  discharged  by  this  method  alone  since  he  must  pay 
producers  in  accordance  with  the  state  order  price  which  has  been 
higher  than  the  federal  order  price. 

High  utilization  handlers  who  pay  into  the  producer  settlement 
fund  of  the  federal  order  are  given  credit  for  such  payment  under  the 
stcte  order  as  partial  payments  to  producers.  Handlers  who  draw 
money  from  the  producer  settlement  fund  pay  a sum  of  money  equal 
to  such  withdrawal  to  the  Commissioner.  The  Commissioner  in  turn 
pays  to  each  producer  in  the  marketing  area  his  pro  rata  share  of  funds 
collected  under  this  procedure.  This  results  in  a distribution  of  the 
state  order  premium  funds  among  all  producers  in  the  market,  part  of 
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which  is  distributed  on  an  individual  handler  pool  basis  and  part  on  a 
market -wide  pool  basis.  This  arrangement  could  properly  be  called 
a "super-duper  pool1''  distribution  of  the  premium. 


Reasons  for  Creating  Louisiana  Milk  Commission 

Under  Act  193,  the  Commissioner  had  authority  to  establish 
minimum  producer  prices  and  regulate  competitive  trade  practices  of 
milk  handlers,  distributors,  and  retailers.  Thus,  as  far  as  distribu- 
tion of  milk  was  concerned,  Act  193  only  empowered  the  Commissioner 
to  regulate  trade  practices.  It  was  designed  to  eliminate  unfair  trade 
practices  and  to  prohibit  milk  sales  below  cost.  After  several  years  of 
operation,  handlers  found  that  the  concept  of  "sales  below  cost"  regula- 
tions were  not  adequate  to  protect  them  from  unduly  low  prices.  Two 
factors  operated  to  create  disillusionment  of  the  "sales  below  cost"  idea 
among  handler  groups.  The  first  problem  came  when  one  of  the  large 
supermarket  chains  went  into  the  business  of  processing  its  own  milk. 
Such  captive  sales  enabled  them  to  operate  at  costs  lower  than  most 
other  established  firms  in  the  market.  This  situation  created  consid- 
erable pressure  between  other  handlers  and  supermarkets. 

The  second  factor  was  the  problem  of  exclusive  dealings  and 
captive  processor  arrangements.  Under  this  arrangement,  a super- 
market could  give  an  exclusive  contract  to  a relatively  small  handler 
and  achieve  almost  the  same  result  as  the  chain  supermarket  plant. 

Low  delivery  costs,  little  or  no  advertising  expense,  coupled  with  a 
captive  market,  could  give  a handler  a competitive  edge  over  other 
handlers  who  might  be  servicing  all  segments  of  the  market. 

The  1962  session  of  the  Legislature  enacted  legislation  creating 
the  Louisiana  Milk  Commission.  Act  340  created  the  Commission  and 
transferred  from  the  Commissioner  of  Agriculture  to  the  Milk  Commis- 
sion the  authority  to  regulate  competitive  practices  among  milk  proces- 
sors, distributors,  and  retailers.  The  Milk  Commission  is  authorized 
to  establish  minimum  and  maximum  wholesale  and  retail  prices  for 
milk  and  related  products.  It  also  was  authorized  to  establish  minimum 
wholesale  prices  for  ice  cream  and  frozen  desserts. 


Special  Features  of  the  Louisiana  Milk  Commission 

The  principles  of  the  operation  of  milk  commissions  are  not  new. 
Now  and  then  new  ideas  emerge  that  are  designed  to  improve  existing 
techniques.  Some  of  the  new  techniques  being  tried  by  the  Louisiana 
Milk  Commission  include:  (1)  quantity  discount  for  retail  stores  based 
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upon  their  volume  of  purchases.  Each  supplier  is  authorized  to  grant 
a discount  at  the  rate  established  for  the  particular  store.  However, 
the  consumer  price  at  all  stores  is  the  same.  This  provision  is  de- 
signed to  alleviate  the  problem  of  exclusive  dealings  between  stores 
and  a handler;  (2)  authorize  lower  prices  to  schools,  hospitals,  and 
state  institutions;  and  (3)  establish  minimum  wholesale  prices  for  ice 
cream  and  frozen  desserts. 


Why  Federal  and  State  Regulations? 


It  seems  logical  and  appropriate  to  raise  the  question  of  why  an 
industry  would  subject  itself  to  dual  regulations. 

It  must  be  remembered  that  the  objective  of  Congress  in  estab- 
lishing the  federal  order  program  was  to  assure  an  adequate  supply  of 
fluid  milk.  The  power  of  the  federal  order  program  to  regulate  and 
control  supply  is  limited  to  the  economic  forces  of  price. 

Because  of  the  relationship  of  supply  and  demand  for  milk,  there 
has  not  been  a substantial  increase  in  minimum  producer  prices  under 
the  federal  order  program  in  several  years.  In  the  eyes  of  most  dairy 
farmers,  this  position  is  not  tenable.  He  is  convinced  that  his  costs 
have  been  rising  while  the  price  of  his  milk  remains  unchanged,  thus 
placing  him  in  a cost-price  squeeze.  Under  these  conditions,  he  is 
faced  with  the  alternative  of  either  getting  more  money  for  his  product 
or  going  out  of  business.  This  situation  has  resulted  in  pressure  by 
dairymen  to  obtain  higher  milk  prices.  In  areas  where  producers  have 
gained  market  power,  these  pressures  have  manifested  themselves  in 
the  form  of  premiums  over  federal  order  prices  (Appendix  Table  I).  In 
other  areas  producers  turned  to  state  regulations  to  achieve  higher 
prices . 


Any  program  which  undertakes  to  raise  dairy  prices  must  provide 
some  method  of  checking  the  normal  tendencies  to  increase  milk  output. 
Dairy  farmers  must  decide  whether  they  wish  to  subject  themselves  to 
such  discipline  or  suffer  lower  blend  prices. 
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Appendix  Table  I.  Premiums  over  Federal  Order  Prices  in  Fourteen 

Markets,  by  Type  of  Premium  and  by  Months, 
January,  I960  through  July,  1963 


Year 

Month 

Puget  Sound  Marketing  Area 

St.  Louis,  Missouri 
and  Suburban  St.  Louis 
Marketing  Areas 

Class  Ia 

Class  II 

T ank 

Blend 

Class  I 

Class  II 

T ank 

Blend 

(dollars  per 

cwt.  ) 

(dollars  per  cwt. 

I960 

J an. 

0.  201 

- 

0.  10 

- 

- 

- 

0.  25 

_ 

F eb. 

0.  230 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Mar . 

0.  241 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Apr . 

0.  268 

- 

0.  10 

- 

- 

- 

0.  25 

- 

May 

0.  240 

- 

0.  10 

- 

- 

- 

0.  25 

- 

J une 

0.  279 

- 

0.  10 

- 

- 

- 

0.  25 

- 

July 

0.  277 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Aug. 

0.  261 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Sept. 

0.  289 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Oct. 

0.  145 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Nov. 

0.  021 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Dec . 

0.  317 

- 

0.  10 

- 

- 

- 

0.  25 

- 

1961 

J an. 

0.  268 

- 

0.  10 

_ 

- 

0.  25 

Feb. 

0.  297 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Mar . 

0.  497 

- 

0.  1 0 

- 

- 

- 

0.  25 

- 

Apr . 

0.  511 

- 

0.  10 

- 

- 

- 

0.  25 

- 

May 

0.  308 

- 

0.  10 

- 

- 

- 

0.  25 

- 

J une 

0.  356 

- 

0.  10 

- 

- 

- 

0.  25 

- 

J uly 

0.  432 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Aug. 

0.  396 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Sept. 

0.  374 

- 

0.  1 0 

- 

- 

- 

0.  25 

- 

Oct. 

0.  364 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Nov. 

0.  356 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Dec . 

0.  336 

- 

0.  10 

- 

- 

- 

0.  25 

- 

1962 

J an. 

0.  350 

— 

0.  10 

_ 

_ 

0.  25 

F eb. 

0.  368 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Mar. 

0.  412 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Apr . 

0.  502 

- 

0.  10 

- 

- 

- 

0.  25 

- 

May 

0.  362 

- 

0.  10 

- 

- 

- 

0.  25 

- 

J une 

0.  400 

- 

0.  10 

- 

- 

- 

0.  25 

- 

J uly 

0.  408 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Aug. 

0.  399 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Sept. 

0.  399 

- 

0.  1 0 

- 

- 

- 

0.  25 

- 

Oct. 

0.  388 

- 

0.  10 

- 

- 

- 

0.  25 

* 
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Appendix  Table  I (continued) 


Year 

Month 

Puget  Sound  Marketing  Area 

St.  Louis,  IV 
and  Suburban 
Marketing 

[is  sou 
St.  Lo 
Areas 

ri 

uis 

Class  Ia 

Class  II 

T ank 

Blend 

Class  I 

Class  II 

T ank 

Blend 

(dollars  per 

cwt.  ) 

(dollars  per  cwt. 

) 

1962 

Nov. 

0.  332 

- 

0.  10 

- 

- 

_ 

0.  25 

- 

Dec . 

0.  250 

- 

0.  10 

- 

- 

- 

0.  25 

- 

1963 

J an. 

0.  24 

0.  10 

_ 

_ 

_ 

0.  25 

- 

F eb. 

0.  25 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Mar. 

0.  26 

- 

0.  10 

- 

- 

- 

0.  25 

- 

Apr. 

0.  26 

- 

0.  10 

- 

- 

- 

0.  25 

- 

May 

0.  27 

- 

0.  10 

- 

- 

- 

0.  10 

- 

J une 

0.  28 

- 

0.  10 

- 

- 

- 

0.  10 

- 

J uly 

0.  27 

- 

0.  10 

- 

- 

- 

0.  10 

- 

Year 

Month 

Michi 

Southern 
gan  Marketing 

Area 

Neosho  Valley 
Marketing  Area 

Class  I 

Class  II 

T ank 

Blend 

Class  ID 

Class  II 

T ank 

Blend 

(d 

ollars  per  cwt. 

) 

(dollars  per 

cwt.  ) 

I960 

J an. 

0.  65 

- 

- 

- 

0.  10 

- 

- 

- 

Feb. 

0.  60 

- 

- 

- 

0.  10 

- 

- 

- 

Mar . 

0.  60 

- 

- 

- 

0.  10 

- 

- 

- 

Apr . 

0.  42 

- 

- 

- 

0.  10 

- 

- 

- 

May 

0.  42 

- 

- 

- 

0.  10 

- 

- 

- 

June 

0.  42 

- 

- 

- 

0.  10 

- 

- 

- 

J uly 

0.  42 

- 

- 

- 

0.  10 

- 

- 

- 

Aug. 

0.  30 

- 

- 

- 

0.  10 

- 

- 

- 

Sept. 

0.  35 

- 

- 

- 

0.  10 

- 

- 

- 

Oct. 

0.  34 

- 

- 

- 

0.  10 

- 

- 

- 

Nov. 

0.  35 

- 

- 

- 

0.  10 

- 

- 

- 

Dec . 

0.  49 

- 

- 

- 

0.  10 

- 

- 

- 

1961 

J an. 

0.  47 

- 

- 

- 

0.  10 

- 

- 

- 

Feb. 

0.  91 

- 

- 

- 

0.  10 

- 

- 

- 

Mar. 

0.  95 

- 

- 

- 

0.  10 

- 

- 

- 

Apr. 

0.81 

- 

- 

- 

0.  10 

- 

- 

- 

May 

0.  87 

- 

- 

- 

0.  10 

- 

- 

- 

J une 

0.  87 

- 

- 

- 

0.  10 

- 

- 

- 

J uly 

0.  87 

- 

- 

- 

0.  10 

- 

- 

- 

-65  - 


Appendix  Table  I (continued) 


Year 

Month 

Michi 

Southern 

gan  Marketing  Area 

Neosho  Valley 
Marketing  Area 

Class  I 

Class  II 

T ank 

Blend 

Class  Ib 

Class  II 

T ank 

Blend 

(dollars  per  cwt. 

) 

(dollars  per 

cwt.  ) 

1961 

Aug. 

0.  72 

- 

- 

- 

0.  10 

- 

- 

- 

Sept . 

0.  72 

- 

- 

- 

0.  10 

- 

- 

- 

Oct. 

0.  72 

- 

- 

- 

0.  10 

- 

- 

- 

Nov. 

0.  734 

- 

- 

- 

0.  10 

- 

- ' 

- 

Dec . 

0.  72 

- 

- 

- 

0.  10 

- 

- 

- 

1962 

Jan. 

0.  72 

- 

- 

- 

0.  10 

- 

- 

- 

F eb. 

1 . 251 

- 

- 

- 

0.  10 

- 

- 

- 

Mar. 

1. 238 

- 

- 

- 

0.  10 

- 

- 

- 

Apr. 

1.15 

- 

- 

0.  10 

- 

- 

- 

May 

0.  97 

- 

- 

- 

0.  10 

- 

- 

- 

J une 

0.  97 

- 

- 

- 

0.  10 

- 

- 

- 

J uly 

0.  97 

- 

- 

- 

0.  10 

- 

- 

- 

Aug. 

0.  82 

- 

- 

- 

0.  10 

- 

- 

- 

Sept. 

0.  82 

- 

- ' 

- 

0.  10 

- 

- 

- 

Oct. 

0.  82 

- 

- 

- 

0.  10 

- 

- 

- 

Nov. 

0.  82 

- 

- 

- 

0.  10 

- 

- 

- 

Dec . 

0.  82 

- 

- 

- 

0.  10 

- 

- 

- 

1963 

Jan. 

0.  82 

- 

- 

- 

0.  10 

- 

- 

- 

Feb. 

1.12 

- 

- 

- 

0.  10 

- 

- 

- 

Mar. 

1.12 

- 

- 

- 

- 

- 

- 

Apr. 

0.  87 

- 

- 

- 

-- 

- 

- 

- 

May 

0.  87 

- 

- 

- 

- 

- 

- 

J une 

0.  87 

- 

- 

- 

- 

- 

- 

July 

0.  87 

- 

- 

- 

- 

- 

- 

Year 

Month 

Greater  Kansas  City 
Marketing  Area 

Washington,  D.  C. 
Marketing  Area 

Class  I 

Class  II 

T ankc 

Blend 

Class  I 

Class  IIa 

T ank 

Blend 

(d 

ollars  per  cwt.  ) 

(dollars  per 

cwt.  ) 

I960 

J an. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

F eb. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Mar. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Apr. 

0.  15 

- 

0.  10 

- 

0.  40 

- 

- 

- 

May 

0.  15 

- 

0.  10 

- 

0.  40 

- 

- 

- 
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Appendix  Table  I (continued) 


Year 

Month 

Greater  Kansas  City 
Marketing  Area 

Washington,  D.  C. 
Marketing  Area 

Class  I 

Class  II 

T ankc 

Blend 

Class  I 

Class  II d 

T ank 

Blend 

(dollars  per  cwt.  ) 

(dollars  per 

cwt.  ) 

I960 

J une 

0.  15 

- 

0.  10 

_ 

0.  40 

_ 

* 

- 

J uly 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Aug. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Sept. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Oct. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Nov. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Dec . 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

1961 

J an. 

- 

- 

0.  10 

0.40 

- 

- 

Feb. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Mar. 

- 

- 

0.  10 

- 

0.  40 

- 

- 

- 

Apr. 

0.  20 

- 

0.  10 

- 

0.  40 

- 

- 

- 

May 

0.  20 

- 

0.  10 

- 

0.  40 

- 

- 

- 

J une 

0.  20 

- 

0.  10 

- 

0.  15 

- 

- 

- 

J uly 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

Aug. 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

Sept. 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

Oct. 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

Nov. 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

Dec . 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

1962 

J an. 

_ 

_ 

0.  10 

_ 

0.  1 5 

_ 

- 

- 

Feb. 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

Mar. 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

Apr. 

- 

- 

0.  10 

- 

0.  1 5 

- 

- 

- 

May 

- 

- 

0.  10 

- 

0.  15 

- 

- 

- 

J une 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

July 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

Aug. 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

Sept. 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

Oct. 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

Nov. 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

Dec . 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

1963 

Jan. 

„ 

_ 

0.  10 

_ 

0.  075 

0.  05 

- 

_ 

Feb. 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

Mar . 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

Apr . 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 
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Appendix  Table  I (continued) 


Year 

Month 

Greater  Ka 
Marketin 

nsas  City 
g Area 

Washington,  D.  C. 
Marketing  Area 

Class  I 

Class  II 

T ankc 

Blend' 

Class  I 

Class  IIa 

T ank 

Blend 

(dollars  per  cwt. 

) 

(d 

ollars  per  cwt. 

) 

1963 

May 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

J une 

- 

- 

0.  10 

- 

0.  075 

0.  05 

- 

- 

J uly 

0.  10 

0.  075 

0.  05 

Appalachian 

Oklahoma  Metropolitan 

Marketing  Area 

Marketing  Area 

Year 

Month 

Class  I 

Class  II 

T ank 

Blend 

Class  I 

Class  II 

T ank 

Blend 

(dollars  per  cwt. 

(dollars  per 

cwt.  ) 

I960 

J an. 

0.  03 

- 

- 

_ 

_ 

_ 

- 

_ 

Feb. 

0.  12 

- 

- 

- 

- 

- 

- 

- 

Mar . 

0.  13 

- 

- 

- 

- 

- 

- 

- 

Apr. 

0.  1 7 

- 

- 

- 

0.  363 

- 

- 

0.  31 

May 

0.  22 

- 

- 

- 

0.  435 

- 

- 

0.  35 

J une 

0.  25 

- 

- 

- 

0.  474 

- 

- 

0.  39 

J uly 

0.  25 

- 

- 

- 

0.  121 

- 

- 

0.  09 

Aug. 

0.  24 

- 

- 

- 

0.  205 

- 

- 

0.  14 

Sept. 

0.  1 7 

0.  11 

- 

- 

0.  255 

- 

- 

0.  21 

Oct. 

0.  03 

0.  15 

- 

- 

0.  211 

- 

- 

0.  1 7 

Nov. 

- 

0.  07 

- 

- 

0.  076 

- 

- 

0.  06 

Dec . 

- 

0.  1 7 

- 

- 

- 

- 

- 

- 

1961 

J an. 

- 

0.  1 7 

_ 

— 

_ 

_ 

_ 

Feb. 

- 

0.  1 7 

- 

- 

- 

- 

- 

- 

Mar . 

0.  04 

0.  22 

- 

- 

- 

- 

- 

- 

Apr . 

0.  05 

0.  17 

~ 

- 

0.  421 

- 

- 

0.  15 

May 

0.  05 

0.  07 

- 

- 

0.  501 

- 

- 

0.  19 

J une 

0.  03 

0.  11 

- 

- 

0.  677 

- 

- 

0.  30 

J uly 

0.  03 

0.  10 

- 

- 

0.  432 

- 

- 

0.  26 

Aug. 

- 

0.  10 

- 

- 

0.  215 

- 

- 

0.  12 

Sept. 

- 

- 

- 

- 

0.  254 

- 

- 

0.  19 

Oct. 

- 

- 

- 

- 

0.  253 

- 

- 

0.  1 7 

Nov. 

- 

- 

- 

- 

0.  135 

- 

- 

0.  09 

Dec . 

- 

- 

- 

- 

0.  05 

- 

- 

0.  02 

1962 

J an. 

- 

_ 

- 

0.  05 

_ 

_ 

0.  03 

Feb. 

- 

- 

- 

- 

0.  11 

- 

- 

0.  07 
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Appendix  Table  I (continued) 


Year 

Month 

Appalac 

Marketing 

aian 

Area 

Oklahoma  Metropolitan 
Marketing  Area 

Class  I 

Class  II 

T ank 

Blend 

Class  I 

Class  II 

T ank 

Blend 

(dollars  per  cwt. 

) 

(dollars  per  cwt. 

j 

1962 

Mar. 

- 

0.  05 

_ 

o. 

0.  1 7 

_ 

- 

0.  1 1 

Apr . 

- 

0.  10 

- 

- 

0.  41 

- 

- 

0.  26 

May 

0.  08 

0.  10 

- 

- 

0.  40 

- 

- 

0.  22 

J une 

0.  22 

0.  10 

- 

- 

0.  40 

- 

- 

0,  25 

July 

0.  26 

0.  11 

- 

- 

- 

- 

- 

- 

Aug, 

0.  21 

0.  10 

- 

- 

- 

- 

- 

- 

Sept, 

0.  20 

- 

- 

- 

0.  18 

- 

- 

0.  14 

Oct, 

0.  18 

- 

- 

- 

0.  15 

- 

- 

0.  12 

Nov, 

0.  17 

- 

- 

- 

0.  01 

- 

- 

- 

Dec  „ 

0.  14 

- 

- 

- 

- 

- 

- 

- 

1963 

J an. 

0.  13 

0.  01 

- 

- 

- 

_ 

_ 

- 

F eb. 

0.  14 

0.  01 

- 

- 

0.  03 

- 

- 

0.  02 

Mar, 

0.  18 

0.  1 1 

- 

- 

0.  07 

- 

- 

0.  05 

Apr, 

0.  19 

0.  26 

- 

- 

0.  52 

- 

- 

0.  35 

May 

0.  20 

0.  25 

- 

- 

0.  53 

- 

- 

0.  34 

J une 

0.  21 

0.  25 

- 

- 

0.  55 

- 

- 

0.  33 

J uly 

0.  20 

0.  20 

0.  1 7 

0.  10 

Red  River 

Valley 

Knoxville,  Tennessee 

Marketing 

Area 

Marketing  Area 

Year 

Month 

Class  I 

Class  II 

T ank 

Blend 

Class  I 

Class  II 

T ank 

Blend 

(dollars  per  cwt. 

) 

(dollars  per  cv/t. 

) 

I960 

J an. 

- 

- 

* 

0.  62 

- 

- 

- 

Feb, 

- 

- 

- 

- 

0.  74 

- 

- 

- 

Mar. 

- 

- 

- 

- 

0.  43 

- 

~ 

- 

Apr. 

0.  263 

- 

- 

0.  21 

0.  35 

- 

- 

- 

May 

0.  335 

- 

- 

0,  24 

0.  42 

- 

- 

- 

J une 

0.  374 

- 

- 

0.  27 

0.  47 

- 

- 

- 

July 

0.  021 

- 

- 

0,  01 

0.  52 

- 

- 

- 

Aug- 

0.  105 

- 

_ 

0.  08 

0.  56 

- 

- 

- 

Sept. 

0,  155 

- 

- 

0.  1 2 

0.  87 

- 

- 

- 

Oct. 

0.  1 1 1 

" 

- 

0.  09 

0.  65 

- 

- 

- 

Nov. 

- 

- 

- 

- 

0.  48 

- 

- 

- 

Dec . 

- 

- 

- 

- 

0.  33 

- 

- 

- 
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Appendix  Table  I (continued) 


Year 

Month 

Red  River  Valley 
Marketing  Area 

Knoxville,  Tennessee 
Marketing  Area 

Class  I 

Class  II 

T ank 

Blend 

Class  I 

Class  II 

T ank 

Blend 

(dollars  pe 

r cwt. 

) 

(dollars  per  cwt. 

) 

1961 

Jan. 

- 

- 

0.  29 

_ 

_ 

* 

Feb. 

- 

- 

- 

- 

0.  32 

- 

- 

- 

Mar. 

- 

- 

- 

- 

0.  24 

- 

- 

- 

Apr . 

0.  321 

- 

- 

0.  04 

0.  36 

- 

- 

- 

May 

0.  401 

- 

- 

0.  09 

0.  35 

- 

- 

- 

J une 

0.  577 

- 

- 

0.  19 

0.  35 

- 

- 

- 

July 

0.  332 

- 

- 

0.  16 

0.  47 

- 

- 

- 

Aug. 

0.  1 1 5 

- 

- 

0.  06 

0.  55 

- 

- 

- 

Sept. 

0.  154 

- 

- 

0.  09 

0.  86 

- 

- 

- 

Oct. 

0.  153 

- 

- 

0.  Q8 

0.  74 

- 

- 

- 

Nov. 

0.  035 

- 

- 

0.  02 

o 

o 

- 

- 

- 

Dec . 

- 

- 

- 

- 

0.  50 

- 

- 

- 

1962 

J an. 

- 

- 

- 

_ 

0.  59 

_ 

_ 

Feb. 

0.  01 

- 

- 

- 

0.  61 

- 

- 

- 

Mar . 

0.  07 

- 

- 

- 

0.  34 

- 

_ 

- 

Apr . 

0.  31 

- 

- 

0.  12 

0.  33 

- 

- 

- 

May 

0.  30 

- 

- 

0.  13 

0.  48 

- 

- 

- 

J une 

0.  30 

- 

- 

0.  15 

0.  53 

- 

- 

- 

J uly 

- 

- 

- 

- 

0.  54 

- 

- 

- 

Aug. 

- 

- 

- 

- 

0.  625 

- 

- 

- 

Sept. 

0.  08 

- 

- 

- 

0.  945 

- 

- 

- 

Oct. 

0.  05 

- 

_ 

- 

0.  82 

- 

- 

- 

Nov. 

-0.  09 

- 

- 

- 

0.  755 

- 

- 

- 

Dec . 

-0.  10 

- 

- 

- 

0.  685 

- 

- 

- 

1963 

Jan. 

-0.  10 

- 

_ 

_ 

0.  735 

_ 

__ 

_ 

Feb. 

-0.  07 

- 

- 

- 

0.  745 

- 

- 

- 

Mar . 

-0.  03 

- 

- 

- 

0.  475 

- 

- 

- 

Apr. 

0.  42 

- 

- 

0.  1 5 

0.  445 

- 

- 

- 

May 

0.  43 

- 

- 

0.  1 7 

0.  395 

- 

- 

- 

J une 

0.  45 

- 

- 

0.  19 

0.  405 

- 

- 

- 

July 

0.  07 

- 

- 

0.  02 

0.  415 

- 

- 

- 
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Appendix  Table  I (continued) 


Year 


1960 


1961 


1962 


Chicago,  Illinois 
Marketing  Area 

Memphis,  T 
Marketing 

ennes 

Area. 

see 

Month 

Class  X 

Class  IIe 

Tank 

Blend 

Class  I 

Class  IX 

1 SlTllc. 

Blend 

(dollars  per 

cwt,  ) 

(dollars  per  cwt.. 

) 

Jan. 

0.  50 

0.  20 

0.  1 5 

* 

0.  05 

- 

Feb. 

0.  52 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Mar. 

0.  73 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Apr. 

0.  78 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

May 

0.  64 

0.  20 

0.  15 

- 

- 

- 

0.  05 

- 

J ane 

0.  63 

0.  20 

0.  1 5 

- 

- 

0.  05 

- 

July 

0.  63 

0.  20 

0.  15 

- 

- 

- 

0.  05 

- 

Aug. 

0.  42 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Sept.. 

0.  41 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Oct. 

0.  29 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Nov. 

0.  18 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Dec . 

0.  2 7 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

J an. 

0.  25 

0.  20 

0.  1 5 

_ 

- 

• 

0.  05 

- 

Feb. 

0.  27 

0.  20 

0.  1 .5 

- 

- 

- 

0.  05 

_ 

Mar.  • 

0.  65 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Apr. 

0.  66 

0.  20 

0.  15 

- 

- 

- 

0.  05 

- 

May 

0.  46 

0.  20 

0.  15 

- 

- 

- 

0.  05 

- 

June 

0.  50 

0.  20 

0.  15 

- 

- 

- 

0.  05 

- 

J uly 

0.  66 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Aug. 

0.  43 

0.  20 

0.  15 

- 

- 

- 

0.  05 

- 

Sept. 

0.  41 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Oct. 

0.  29 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Nov. 

0.  19 

0.  20 

0.  1 5 

- 

- 

_ 

0.  05 

- 

Dec . 

0.  38 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

J ClH.  o 

0.  38 

0.  20 

0.  15 

0.  05 

F eb. 

0.  39 

0.  20 

0.  1 5 

- 

- 

- 

0.  05 

- 

Mar  „ 

0.  60 

0.  20 

0.  1 0 

- 

- 

- 

0.  05 

- 

Apr. 

0.  68 

0.  20 

0.  1 0 

- 

- 

- 

0,  05 

- 

May 

0.  64 

0.  20 

0.  10 

~ 

- 

- 

0.  05 

- 

J line 

0.  68 

0.  20 

0.  1 0 

- 

- 

~ 

0.  05 

- 

July 

0.  77 

0.  20 

0.  10 

- 

- 

- 

0.  05 

- 

Aug. 

0.  55 

0.  20 

0.  1 0 

- 

- 

- 

0.  05 

- 

Sept. 

0.  54 

0.  20 

- 

- 

- 

- 

0.  05 

- 

Oct. 

0.  52 

0.  20 

, - 

- 

- 

- 

0.  05 

- 

Nov. 

0.  42 

0.  20 

- 

- 

~ 

- 

0.  05 

- 

Dec . 

0.  59 

0.  20 

- 

- 

- 

- 

0.  05 

- 
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Appendix  Table  I (continued) 


Chicago,  Illinois 
Marketing  Area 

Memphis,  Tennessee 
Marketing  Area 

Year 

Month 

Class  I Class  IIe  Tank  Blend 

Class  I Class  II 

T ahk 

Blend 

(dollars  per  cwt„  ) (dollars  per  cwt.  ) 


1963 

J an. 

0.  58 

0.  20 

- 

- 

0.05 

F eb. 

0.  53 

0.20 

- 

- 

0.05 

Mar  „ 

0.  73 

0.20 

~ 

- 

0.05 

Apr . 

0.  74 

0.20 

- 

- 

0.  05 

May 

0.  75 

0.  20 

- 

- 

0.05 

J une 

0.  76 

0.  20 

- 

- 

0.05 

July 

0.  55 

0.  20 

0.05 

Northern  Louisiana 

New  Orleans,  Louisiana 

Marketing  Ar 

ea 

Marketing  Area 

Year 

Month 

Class  I 

Class  II 

Blend 

Class  I 

Class  II 

Blend 

(dollars  per  cwt.  ) 

(dollars  per  cwt.  ) 

I960 

J an. 

* 

- 

* 

- 

— 

Feb. 

- 

- 

- 

- 

- 

- 

Mar . 

- 

- 

- 

- 

- 

- 

Apr. 

- 

- 

- 

- 

- 

- 

May 

- 

- 

- 

- 

- 

- 

J une 

- 

- 

- 

- 

- 

J uly 

- 

- 

- 

- 

- 

- 

Aug . 

- 

- 

- 

- 

- 

- 

Sept. 

- 

- 

- 

- 

- 

- 

Oct. 

- 

- 

- 

- 

- 

Nov. 

- 

- 

- 

- 

- 

- 

Dec . 

0.  052 

0.  1 1 8 

0.  042 

-0.  10 

- 

- 

1961 

Jan. 

0.  009 

0.  114 

0.  040 

-0.  14 

Feb. 

0.  37 

-0.  041 

0.  037 

-0.  1 1 

- 

„ - 

Mar. 

0.  367 

0.  094 

0.  299 

0.  29 

- 

0.  141 

Apr. 

0.  381 

-0. 109 

0.  315 

0.  30 

- 

0.  158 

May 

0.  379 

-0. 189 

0.  306 

0.  30 

- 

0.  184 

June 

0.  427 

-0. 219 

0.  335 

0.  35 

- 

0.  214 

July 

0.  502 

-0. 273 

0.  432 

0.  15 

- 

0.  030 

Aug. 

0.  467 

-0.  193 

0.  395 

0.  1 5 

- 

0.  060 

Sept. 

0.  444 

-0.  1 73 

0.  389 

0.  20 

- 

0.  100 

Oct. 

0.  433 

-0.  144 

0.  387 

0.  26 

- 

0.  ] 60 
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Appendix  Table  I (continued) 


Northern  Louisiana 

New  Orleans,  Louisiana 

Marketing  Ar 

ea 

Marketing  Area 

Year 

Month 

Class  I 

Class  II 

Blend 

Class  I 

Class  II 

Blend 

(dollars  per  cwt.  ) 

(dollars  per  cwt.  ) 

1961 

Nov. 

0.  425 

-0. 139 

0.  396 

0.  30 

- 

0.  210 

Dec . 

0. 406 

-0. 156 

0.  371 

0.  45 

- 

0.  280 

1962 

J an. 

0.  420 

-0. 155 

0.  420 

0.  44 

0.  350 

Feb. 

0.  438 

-0. 281 

0.  399 

0.  44 

- 

0.  340 

Mar . 

0.  483 

-0. 319 

0.  427 

0.  59 

- 

0.  41  1 

Apr . 

0.  532 

-0. 142 

0.  412 

0.  54 

- 

0.  345 

May 

0.  723 

-0. 100 

0.  517 

0.  63 

- 

0.  387 

June 

0.  760 

-0. 089 

0.  593 

0.  70 

- 

0.  419 

J uly 

0.  768 

-0.  149 

0.  360 

0.  53 

- 

0.  317 

Aug. 

0.  690 

-0. 123 

0.  595 

0.  59 

- 

0.  320 

Sept. 

0.  680 

-0. 048 

0.  583 

0.  64 

- 

0.  350 

Oct. 

0.  660 

-0. 036 

0.  525 

0.  67 

- 

0.  460 

Nov. 

0.  650 

-0. 014 

0.  495 

0.  61 

- 

0.  400 

Dec . 

0.  620 

0.  004 

0.  460 

0.  58 

- 

0.  360 

1963 

Jan. 

0.  610 

0.  024 

0.  545 

0.  57 

- 

0.  370 

Feb. 

0.  620 

-0. 077 

0.  565 

0.  58 

- 

0.  447 

Mar. 

0.  620 

-0. 038 

0.  581 

0.  80 

- 

0.  536 

Apr. 

0.  630 

-0. Ill 

0.  510 

0.  79 

- 

0.  435 

May 

0.  640 

-0. 1 27 

0.  515 

0.  74 

- 

0.  503 

J une 

0.  650 

-0. 135 

0.  505 

0.  69 

- 

0.  450 

J uly 

0.  640 

-0. 185 

0.  515 

0.  42 

0.  219 

^/includes  two  cents  Market  Administrator  assessment  where 
applicable. 

k^Bulk  tank  premium  on  approximately  half  of  the  milk  in  Mar- 
keting Area. 

£/Bulk  tank  premium  for  Class  I and  Class  II. 

^ For  milk  used  as  sour  cream  and  cottage  cheese. 

^Fluid  cream. 

Source:  In  all  cases,  except  Louisiana,  the  data  were  obtained  by  cor- 

respondence with  the  major  producer  cooperatives  operating  in 
the  various  marketing  areas.  Thirty-four  associations  con- 
tacted, seventeen  replied;  three  reported  no  premiums. 
Premiums  in  Louisiana  Marketing  Areas  resulted  from  the 
operation  of  a state  marketing  order. 
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MY  EXPERIENCES  UNDER  STATE  WITH  CONTROLS 


Donald  S „ Conkey* 


While  I may  not  have  had  as  many  years  in  this  business  as 
many  of  you  in  the  audience,  I do  have  my  opinions --my  experience 
in  the  dairy  industry  dates  back  to  1940.  Morning  and  night  it  was 
my  responsibility  to  do  farm  chores,  both  before  and  following  school. 
Among  those  chores  was  milking  cows  by  hand --my  Dad  was  one  of 
those  who  bought  one  of  the  portable  Sears -Roebuck  milking  machines. 
We  produced  for  the  manufacturing  market  then.  In  the  late  forties, 
as  the  Detroit  market  expanded  northward,  we  became  shippers  to  a 
coop  which  supplied  fresh  milk  for  the  large  metropolitan  market. 

In  1956,  after  a hitch  in  the  Army,  I left  the  farm  to  get  a de- 
gree. I studied  dairy  marketing  - -using  the  federal  order  system  as 
a guide.  I started  a systematic  study  of  all  state  orders.  I gave  it 
up  as  being  too  complicated. 

In  1958,  with  my  book  learning,  I went  to  Florida  and  stayed 
there  3 1/2  years  working  with  producers  in  a bargaining  coop.  I 
worked  in  every  capacity  from  the  farm  to  seeing  the  back  satchel 
in  the  State  Legislature. 

My  father-in-law  is  a distributor  in  Florida,  sol  have  made  the 
rounds.  I understand  marketing  from  the  native  farmer's  viewpoint. 

I know  what  he  means  when  he  talks  about  some  jerk  telling  him  what 
he  can  or  can't  do- -I  understand  some  of  the  theory- -I've  studied  the 
history  of  federal  orders --have  opposed  the  positions  and  reasons  the 
orders  have  taken  on  Class  I bases  and  can  appreciate,  to  a degree, 
the  distributors'  problems. 

My  experience  with  state  milk  commissions  has  been  good  and 
bad!  I have  worked  closely  with  both  the  Florida  and  Georgia  pro- 
ducers as  recording  secretary  for  the  Southeastern  Dairy  Farmers 
Association.  Also  I have  observed  fairly  closely  the  operations  of 
North  Carolina,  South  Carolina  and  Alabama  milk  commissions. 


’’■'Georgia  Milk  Producers  Association. 
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Let’s  start  with  my  criticisms  of  milk  commissions  and  end  up 
telling  how  I believe  milk  commissions  can  serve  a genuine  need. 

My  number  one  criticism  is  how  milk  commissions  have  been 
used  in  the  past.  They  have  been  used  by  the  producers  as  a crutch- - 
a crutch  to  lean  on,  a crutch  to  fall  back  on.  As  a result  farmers  in 
Florida,  Georgia  and  other  southeastern  states  have  become  as  any 
person  walking  with  a crutch- -lame  - -almost  totally  dependent  - -as  a 
result  they  became  lazy,  disorganized  and  easy  prey  for  any  fast  deal 
that  comes  along  when  the  props  or  crutches  are  removed.  In  Florida 
the  crutch  was  removed  in  1956.  It  is  now  being  removed  in  Georgia. 

I think  South  Carolina  producers  have  found  the  waters  rough  recently 
also. 

Distributors  used  the  milk  commissions  too,  but  they  used  them, 
at  first,  as  a tool  to  milk  the  farmer.  My  opinion  is  that  this  practice 
still  continues  in  one  of  our  southern  states,  but  not  in  Florida  or 
Georgia.  However,  by  and  large  this  criticism  no  longer  exists  pri- 
marily because  producers  are  becoming  better  organized  and  informed. 

Another  criticism  of  milk  commissions  is  their  lack  of  develop- 
ing statistics.  The  excuse  in  Florida  was--these  are  industry  secrets-- 
poppycock!  You  can't  regulate  an  industry  without  statistics.  Distri- 
butors, who  oftentimes  ran  the  commissions,  openly  and  flatly  refused 
to  collect  statistics.  Distributors  have  come  to  recognize  that  a lack 
of  industry  statistics  is  as  detrimental  to  them  as  to  producers.  This 
problem  stems  from  the  crutch  attitude  producers  took.  They  relied 
solely  on  the  integrity  of  the  administrator s - -which  in  many  cases 
could  not  be  counted  on.  Another  criticism  of  milk  commissions  has 
been  the  lack  of  proper  financial  support.  In  I960,  a survey  revealed 
the  administrator's  salary  of  a western  state  was  $3600.  00.  I‘m  not 
judging  the  man,  but  in  this  business,  I,  as  a producer  representative, 
can  do  an  awful  lot  of  suspecting  on  this  salary.  A former  adminis- 
trator in  Florida  lived  in  Miami  and  commuted  to  his  office  in  Jackson- 
ville - -mileage  and  expenses  - -you  draw  your  own  conclusions. 

Back  in  the  days  when  all  southern  states  were  run  by  rural 
legislators,  the  practice  of  ignoring  the  public  was  okay.  The  com- 
missions were  run  by  the  industry  for  the  industry.  It's  not  that  way 
any  more.  All  commissions  in  the  Southeast  have  or  are  having  their 
problems  with  the  public.  My  opinion  is  that  all  commissions  are 
going  to  have  to  face  reality- -reality  that  the  public  is  going  to  demand 
to  know  what's  going  on.  Bringing  out  into  the  light  what  many  feel  to 
be  "dark  black  deals"  can  relieve  a lot  of  poor  public  relations.  It 
must  be  done.  Had  the  industry  embarked  on  a sound  public  relations 
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program  20  years  ago,  our  milk  commissions  would  not  be  facing 
adverse  public  and  general  assembly  criticism. 

Another  criticism,  for  which  I have  been  severely  criticized, 
is  what  I consider  a lack  of  effective  audits.  The  reason  for  this,  in 
my  opinion,  has  been  because  of  the  crutch  position  and  the  lack  of 
wanting  to  properly  finance  a sound  milk  commission.  As  a result  of 
ineffective  audits,  most  milk  commission  states  have  no  useful  statis- 
tics from  whence  to  make  sound  problem-solving  decisions.  Because 
of  the  industry  lock  on  many  commissions,  they  have  made  the  fatal 
mistake  of  ignoring  the  basic  rule  of  good  busines s - -good  figures 
from  whence  to  make  decisions. 

All  of  these  criticisms  do  not  mean  that  milk  commissions  need 
pack  up  and  go  home --quite  the  contrary!  If  they  understand  their 
place  in  society,  I am  of  the  opinion  that  milk  commissions  have  a 
long  challenging  career  ahead.  However,  changes  have  been  and  are 
being  made  to  adapt  to  present  day  conditions. 

The  greatest  attribute  of  milk  commissions  is  their  ability  to 
adopt  needed  changes  quickly.  One  of  these  factors  that  milk  commis- 
sions can  do,  and  do,  is  provide  a reasonable  base  for  distributors. 
Several  southern  states  have  recently  developed  milk  commissions  to 
do  just  that  (Mississippi  and  Louisiana).  These  have  been  developed 
primarily  to  provide  that  area  of  reasonable  regulations  within  which 
competitive  competition  can  thrive. 

Perhaps  the  most  outstanding  example  of  the  ability  to  adapt  to 
change  is  the  development  of  Class  I base  programs.  Contrary  to  what 
many  distributors  have  said- -producers  do  have  a right  in  the  market 
and  they  have  the  right  to  adjust  their  blend  price  to  meet  their  farm 
needs  irrespective  of  the  production  schedule  of  a neighbor.  Given 
enough  time  the  adjustments  of  a sound  base  program  will  bring  most 
producers  to  a similar  cost  level. 

Many  people  have  expounded  as  a virtue  the  reliability  of  federal 
order  programs  to  change  swiftly.  If  this  is  so,  it’s  hard  to  see  for 
they  still  use  arguments  of  defense  advanced  nearly  30  years  ago  when 
the  industry  was  completely  different. 

If  milk  commissions  are  going  to  survive  and  prosper,  as  I 
think  they  can,  they  are  going  to  have  to  be  aware  of: 

1.  The  political  pulse 

2.  The  consumer  pulse 

3.  The  distributor  pulse 
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4.  The  retailer  pulse  (discount) 

5.  The  producer  pulse 

They  must  develop  a program  that  can  work  in  the  areas  having 
these  spectators.  It  won’t  be  easy,  but  it  can  be  done- -in  fact,  I think 
it  is  to  the  advantage  of  each  of  the  above  that  it  be  done! 

The  future  role  of  milk  commissions  will  be  such  that  they  can- 
not act  as  crutches  for  producers  - -cannot  be  used  as  a tool  by  the 
distributor  s - -nor  should  they  be  the  stepping  stone  for  fly-by-night 
politicians.  They  must,  however,  be  capable  of  arbitrating  differences 
of  the  industry.  It  is  ridiculous  to  listen  to  people  within  the  industry 
who  say  the  problems  of  both  producers  and  distributors  are  the  same. 
They  are  not  the  same  and  solutions  must  be  found  to  the  problems  that 
arise  by  others  than  those  involved. 

This  means  that  producers  must  quit  being  the  tool  of  distributors 
and  stand  up  and  be  counted.  They  must  be  willing  to  shoulder  the  re- 
sponsibility of  either  helping  solve  the  problem  or  quit  complaining  when 
things  don't  go  their  way.  Distributors  must  recognize  that  to  retain  the 
stability  that  state  milk  commissions  afford,  they  cannot  be  the  "chest 
pounding  big  bear"  before  which  everyone  should  bow.  It  is  my  obser- 
vation that  producers  need  distributors  and  distributors  need  producers 
and  both  need  cons  umers  - -take  away  one  and  we  have  no  industry. 

If  milk  commissions  are  to  handle  and  solve  the  future  problems 
of  the  industry,  they  must  require  all  segments  to  adhere  to  the  same 
rules--if  offenses  occur,  they  will  have  to  prosecute,  regardless  of 
size,  status,  etc.  They  are  going  to  have  to  develop  audit  systems  and 
statistical  information  on  a permanent  basis.  They  are  going  to  have 
to  develop  regulations  allowing  for  market  pooling.  They  are  going  to 
have  to  realize  that  living  in  an  urban  society  is  like  living  in  a glass 
hous e - -everything  must  be  in  order  or  the  roof  may  crash  in.  The 
industry  must  develop  and  pay  for  sound,  long-range  public  relations. 

The  alternatives  are  not  pretty  for  either  producers  or  distributors. 

There  are  those  who  may  think  some  of  these  things  can't  be  done-- 
maybe  so- -but  unless  they  are  done,  the  level  of  prosperity  we  have  had 
will  soon  come  to  an  end.  In  most  states,  the  industry  can  make  the 
milk  commission  serve  the  industry  which  includes  the  consumer.  Gen- 
erally speaking,  the  industry  will  stand  together  when  attacked  by  out- 
siders. But  the  greatest  fear  milk  commissions  have  to  face  is  that  of 
industry  greed  within.  This  greed  is  like  cancer--it  eats  up  your  in- 
sides, while  outwardly  everything  appears  normal.  Then  all  of  a 
sudden,  you  are  finished.  Let's  hope  this  is  not  the  case  of  state  milk 
commissions . 
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EXPERIENCES  UNDER  FEDERAL  MILK  REGULATION 
IN  THE  NORTHEAST 

Edmund  E.  Vial* 


A federal  milk  order  establishes  the  prices  handlers  are  required 
to  pay  producers  for  milk.  When  a uniform  pricing  system  is  effective 
for  the  entire  supply  of  a market,  a big  step  has  been  taken  toward  es- 
tablishing orderly  marketing  conditions.  An  order  puts  all  handlers  on 
an  equal,  or  approximately  equal,  footing  in  regard  to  the  cost  of  milk 
for  fluid  and  surplus  uses.  Furthermore,  the  prices  are  enforced. 

The  Agricultural  Marketing  Agreement  Act  authorizes  the  Secre- 
tary to  establish  such  prices  as  will  reflect  market  supply  and  demand, 
insure  an  adequate  supply  of  milk  and  be  in  the  public  interest. 

Price  is  always  a two-edged  sword;  it  affects  production  on  the 
one  hand  and  consumption  on  the  other.  In  the  long  run  these  effects 
are  reflected  in  the  production  and  utilization  of  milk.  Order  prices 
also  affect  the  relative  profitability  of  one  type  of  operation  as  con- 
trasted with  another,  and  force  handlers  to  make  adjustments. 

In  portraying  experiences  under  federal  regulation  for  the  area 
with  which  I am  most  familiar,  the  main  emphasis  will  be  on 

1.  The  utilization  and  production  of  milk 

2.  Price  relationships  affecting  handlers 


Utilization 

In  the  11  northeastern  states,  about  80  percent  of  all  the  milk 
sold  by  producers  is  delivered  to  plants  that  are  regulated  by  a federal 
order.  Over  the  years  there  have  been  changes  in  the  marketing  areas 
under  the  older  orders  and  an  expansion  in  the  number  of  orders.  Be- 
cause of  these  changes  it  is  impossible  to  use  the  data  for  any  one  order 
to  show  some  of  the  most  significant  changes  in  the  utilization  of  milk 
that  have  occurred  in  the  Northeast  in  the  last  two  decades. 


*Milk  Dealers'  Association  of  Metropolitan  New  York,  Inc. 
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We  have  estimated  the  total  consumption  of  fluid  milk  and  fluid 
cream,  by  the  nonfarm  population,  in  the  11  northeastern  states  and 
the  District  of  Columbia. 

From  1940  to  1962,  fluid  milk  consumption  gained  nearly  50 
percent.  During  these  two  decades  there  were  two  periods  of  rapid 
increases  and  two  periods  in  which  there  was  a plateau.  It  is  espe- 
cially significant  to  note  that  there  were  no  serious  declines. 

The  rapid  increases  occurred  from  1940  to  1946  and  from  1951 
to  1957.  The  increase  in  the  early  forties  occurred  when  there  were 
many  wartime  controls  such  as  rationing,  price  fixing  and  subsidies. 
Their  net  effect  was  to  stimulate  milk  consumption.  On  the  other 
hand,  the  12  percent  increase  from  1951  to  1957  was  the  largest  on 
record  with  more  or  less  normal  economic  conditions.  It  was  a real 
achievement. 

In  contrast  to  these  periods  of  rapid  gain  there  were  two  periods 
of  stability.  The  first  was  in  the  late  forties  and  we  are  now  in  the 
second.  During  the  last  five  years  consumption  has  been  remarkably 
stable  at  about  14.  5 billion  pounds  per  year. 

Milk  consumption  outranks  cream  and  ice  cream  by  a wide  mar- 
gin. Prior  to  World  War  II,  fluid  cream  was  second  in  importance 
utilizing  about  3.  5 billion  pounds  of  milk  per  year.  Cream  consump- 
tion was  restricted  by  wartime  controls  and  it  never  fully  recovered. 
During  the  sixties  cream  consumption  was  about  30  percent  less  than 
in  the  early  forties. 

This  dismal  picture  for  cream  is  more  than  offset  by  the  expan- 
sion in  the  consumption  of  ice  cream  and  other  frozen  desserts.  The 
consumption  of  these  products  has  about  doubled  in  the  last  two  decades 
(Figure  1). 


Changing  Relationships  between  Consumption  and  Production 

Many  milk  marketing  problems  are  not  directly  related  to  the 
actual  volume  of  consumption,  be  it  large  or  small,  but  to  the  changes 
in  the  relationship  between  supply  and  consumption.  When  sales  of 
fluid  milk  increase  in  relation  to  receipts  from  producers,  the  prin- 
cipal problem  of  milk  distributors  is  to  obtain  an  adequate  supply  of 
milk  and  there  is  a scramble  to  get  it.  On  the  other  hand,  when 
receipts  from  producers  rise  in  relation  to  fluid  sales,  getting  rid 
of  surplus  is  the  problem.  Most  of  our  recent  experience  has  been 
with  the  latter  problem. 
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Figure  1.  Consumption  of  Milk,  Cream  and  Ice  Cream  (Milk  Equivalent) 
in  the  Northeast  (11  States  and  District  of  Columbia)  1940-62 


Figure  2.  Consumption  of  Milk,  Cream  and  Ice  Cream  (Milk  Equivalent) 
in  the  Northeast  Expressed  as  a Percentage  of  Milk  Production 
(Deliveries  by  Producers)  in  the  Northeast,  1940-62 
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Milk 


In  the  early  forties  about  62  percent  of  all  the  milk  sold  by 
producers  in  the  Northeast  was  utilized  as  fluid  milk.  During  the 
war  period  milk  consumption  increased  faster' than  production  and 
the  percentage  of  Class  I rose  to  75  in  1 946,  an  all-time  high. 
Thereafter,  the  situation  was  reversed  with  production  increasing 
more  than  consumption,  so  that  by  1962  the  percentage  of  Class  I 
was  the  lowest  on  record  (Figure  2). 


Cream 


In  the  early  forties  the  milk  equivalent  of  cream  consumed  in 
the  Northeast  was  about  20  percent  as  large  as  the  production  of  milk 
as  contrasted  with  10  percent  in  recent  years. 

Ice  Cream 


Ice  cream  consumption  has  increased  even  faster  than  milk  pro- 
duction, and  during  the  sixties  was  16  percent  as  large.  Fluid  cream 
and  ice  cream  together  utilized  about  a quarter  of  the  milk  produced. 


Supply -Consumption  Balance 

There  has  been  a phenomenal  increase  in  the  production  of  milk 
(sales  of  milk  by  producers)  in  the  Northeast  in  the  last  two  decades. 
Consumption  of  milk,  cream  and  ice  cream  (milk  equivalent)  has  also 
increased,  but  not  as  fast  as  production.  Production  rose  50  percent 
and  consumption  30  percent.  Consequently,  there  have  been  marked 
shifts  in  the  relationship  between  the  two.  For  example,  in  the  early 
forties  the  total  consumption  of  these  three  products  (milk  equivalent) 
and  the  total  production  of  milk  were  not  greatly  different.  During 
the  middle  forties  consumption  rose  much  more  rapidly  than  production 
and  for  the  3 years  1946-48,  consumption  exceeded  production.  It  was 
during  these  years  that  there  were  large  amounts  of  western  cream 
imported  into  the  Northeast  for  use  as  fluid  cream  and  ice  cream.  In 
1946  consumption  was  about  10  percent  larger  than  production  (Figure  3). 
Since  then,  the  general  tendency  has  been  for  production  to  increase 
faster  than  consumption.  This  shift  has  resulted  in  greatly  curtailing 
the  eastern  market  for  western  cream  and  in  expanding  the  local  pro- 
duction of  butter.  In  1961  and  1962  consumption  was  by  far  the  lowest 
in  relation  to  production  on  record  (Figure  4). 
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Figure  3.  Milk  Production  (Deliveries  by  Producers)  and  Consumption  of 
Milk,  Cream  and  Ice  Cream  (Milk  Equivalent)  11  Northeastern 
States  and  D.  C.  , 1940-62 


Figure  4.  Consumption  of  Milk,  Cream  and  Ice  Cream  Combined  (Milk 
Equivalent)  Expressed  as  a Percentage  of  Deliveries  of  Milk 
by  Producers,  1940-62 
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Even  though  there  has  been  nearly  a quarter  century  of  experience 
in  pricing  milk  by  public  agencies , it  is  abundantly  clear  that  we  have 
not  been  able  to  price  milk  so  as  to  obtain  a better  balance  between  pro- 
duction and  consumption  than  existed  prior  to  widespread  regulation. 


Utilization  of  Surplus  Milk 


The  major  uses  of  surplus  milk  in  the  Northeast  in  order  of  im- 
portance are  ice  cream,  cream,  butter,  cheeses  other  than  cheddar, 
cheddar  cheese,  evaporated  milk  and  dry  whole  milk  (Figure  5). 

Ice  cream  holds  a unique  position.  It  is  by  far  the  most  impor- 
tant utilizer  of  surplus  and  the  volume  has  about  doubled  in  the  last 
two  decades . 

As  mentioned  earlier,  cream  consumption  has  declined.  Even 
so,  it  holds  second  place  as  an  outlet  for  surplus.  Cream  and  ice 
cream  are  two  outlets  in  which  local  supplies  often  have  an  advantage. 

In  the  Northeast  butter  is  the  product  which  increases  most  when 
the  volume  of  surplus  increases,  and  decreases  most  when  the  volume 
of  surplus  declines.  It  is  the  cracker  on  the  end  of  the  whip.  From 
1940  to  195  7 butter  production  fluctuated  violently,  but  there  was  no 
consistent  long-time  tendency  for  it  to  expand  or  contract.  In  fact,  the 
1957  output  was  one  of  the  lowest  on  record.  In  the  last  five  years, 
however,  the  volume  of  milk  used  in  butter  has  about  quadrupled.  It 
has  absorbed  a large  part  of  the  recent  increase  in  the  volume  of  sur- 
plus . 


Fourth  place  among  the  products  which  provide  an  outlet  for 
surplus  are  the  ''other  cheeses.  " Among  them,  the  Italian  types  are 
the  most  important.  Since  the  end  of  World  War  II  the  milk  equivalent 
of  these  products  has  shown  a consistent  upward  trend. 

Cheddar  cheese,  which  is  an  important  outlet  for  surplus  milk 
during  the  spring  and  early  summer,  ranks  in  fifth  place.  Even 
though  New  York  cheddar  is  often  considered  a premium  product  in 
the  market,  there  has  not  been  any  marked  upward  trend  in  cheddar 
cheese  production  in  the  Northeast  during  the  past  decade.  In  fact, 
the  1962  volume  was  not  greatly  different  from  1950. 

Evaporated  milk  and  dry  whole  milk  were  relatively  important 
outlets  for  surplus  during  the  war  years,  but  since  then  the  volume 
has  contracted  and  they  are  of  minor  importance,  holding  sixth  and 
seventh  positions  (Figure  5). 
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Figure  5„  Consumption  of  Cream  and  Ice  Cream  and  Utilization  of  Surplus  Milk 
in  Principal  Manufactured  Products  (Milk  Equivalent)  Northeastern 
States,  1940-62 
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Utilization  of  Skim  Milk 


The  products  discussed  in  the  preceding  section  contain  butterfat. 
In  portraying  the  changes  in  utilization  of  surplus  it  is  also  important  to 
note  the  changes  in  the  production  of  the  products  made  from  skim  milk 
(Figure  6). 

Nonfat  dry  milk  solids  is  by  far  the  principal  outlet  and  its  pro- 
duction in  the  Northeast  has  more  than  tripled  since  the  late  forties. 

Cottage  cheese  ranks  second.  The  volume  of  production  has 
about  doubled  in  the  last  15  years. 

Production  of  unsweetened  condensed  skim  milk  is  of  minor  im- 
portance but  its  production  has  increased  quite  rapidly.  On  the  other 
hand,  sweetened  condensed  skim  milk  has  declined. 


Southeast  vs.  Northeast 

Everyone  realizes  that  there  is  more  milk  produced  in  the  North- 
east than  in  the  Southeast.  Since  the  end  of  World  War  II,  however,  the 
increase  in  the  sales  of  milk  by  producers  has  been  much  greater  in  the 
Southeast  than  in  the  Northeast,  96-  and  3 7 percent  respectively. 

It  might  be  of  interest  to  this  group  to  note  two  relationships 
which  have  been  much  the  same  in  the  Northeast  and  in  the  Southeast. 
These  are  the  relative  importance  of  dairy  products  and  the  relative 
importance  of  ice  cream.  During  the  period  1 937-1947  the  milk,  equiv- 
alent of  all  the  manufactured  dairy  products  produced  in  the  Southeast 
was  24  percent  as  large  as  the  total  marketing  of  milk  by  producers  in 
the  area.  This  was  exactly  the  same  relationship  as  existed  in  the 
Northeast.  Since  then  the  similarity  has  disappeared.  In  the  South- 
east the  relative  importance  of  manufactured  products  has  declined 
while  in  the  Northeast  it  has  increased  (Figure  7). 

In  both  areas  ice  cream  is  by  far  the  most  important  single 
manufactured  product.  Since  the  late  forties  the  relative  importance 
of  ice  cream  in  the  Southeast  has  expanded  while  in  the  Northeast  it 
has  just  about  held  its  own.  For  the  last  3 years  in  the  Southeast  ice 
cream  has  been  about  two -thirds  of  the  total  in  contrast  to  one -half  in 
the  Northeast  (Figure  8). 
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Figure  6.  Production  of  Principal  Manufactured  Products  Made  from  Skim 
Milk  (Skim  Milk  Equivalent)  in  the  Northeast,  1948-62 
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Percent 


Figure  7,  Production  of  Manufactured  Dairy  Products  (Milk  Equivalent) 
Expressed  as  a Percentage  of  Milk  Production,  Southeast  and 
Northeast,  1929-62 


Figure  8.  Ice  Cream  (Milk  Equivalent)  Expressed  as  a Percentage  of  the 

lotal  Production  of  Manufactured  Dairy  Products,  Southeast  and 
Northeast,  1929-62 
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Pricing  Class  I vs„  Surplus 


In  pricing  Class  I milk  under  federal  orders,  all  handlers  in 
the  marketing  area  have  to  pay  the  same  price,  and  the  margin  be- 
tween the  selling  price  of  packaged  milk  and  the  Class  I price  is 
determined  by  competitive  forces  in  the  market.  Increases  or  de- 
creases in  the  Class  I prices  are  largely  passed  on  to  consumers 
except  as  they  may  be  modified  by  other  cost  factors  and  competition 
within  the  market. 

In  surplus  pricing,  the  situation  is  entirely  different.  Most  of 
the  products  made  from  surplus  milk  have  to  compete  in  the  open 
market  with  similar  products  made  from  unregulated  milk.  The 
prices  of  these  products  are  determined  in  large  part  ) by  the  prices 
at  which  the  government  is  buying  products  for  price  support  pur- 
chases, or  at  least  by  national  factors  affecting  supply  and  demand, 
and  the  local  forces  have  little  effect  on  the  market  price.  In  such 
cases,  the  price  for  surplus  milk  established  in  an  order  directly 
affects  the  margin  which  handlers  can  obtain  on  surplus  milk  and 
this,  in  turn,  affects  the  prices  at  which  they  are  willing  to  buy  or 
sell  milk. 


Handlers'  Margins  on  Principal  Surplus  Products 

The  handlers'  margin  on  cream  and  powder  and  butter  and 
powder  made  from  surplus  milk  in  the  New  York  pool  was  determined 
by  calculating  the  market  value  of  these  products  made  from  a hun- 
dredweight of  milk  and  then  deducting  the  cost  of  the  milk  at  the  order 
price. 


The  margin  on  these  products  fluctuated  at  a relatively  high 
level  from  1949-57  but  then  declined  precipitously  to  a low  in  1963 
(12  months  ending  August  1963)  (Figure  9). 

The  butter -powder  margins  for  these  two  periods  were  $1.01 
and  $0.  66,  respectively.  For  cream-powder  the  margins  were  $0.  95 
and  $0.  63,  respectively.  The  margins  were  reduced  about  $0.  33  per 
hundredweight. 

This  was  a drastic  decline  in  a relatively  short  period  of  time. 

Such  a change  in  handlers'  margins  has  many  repercussions  in 
the  market.  The  next  step  in  this  presentation  will  be  to  portray  some 
of  the  effects  „ 
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Figure  9.  Handlers'  Margins  on  Cream-Powder  and  Butter -Powder  from  New 
York-New  Jersey  Pool  Milk,  1949-63 

(dollars  per  hundredweight  3,5  milk;  1963  for  12  months  ending  with  August  1963) 


Both  margins  fluctuated  at  a relatively  high  level  from  1949-57,  but  then 
declined  sharply. 


Handling  Charges 


The  mere  fact  that  a federal  milk  order  establishes  the  minimum 
Class  prices  which  handlers  are  required  to  pay  producers  for  milk  to 
be  used  in  different  ways  does  not  mean  that  handlers  who  wish  to  buy 
milk  from  other  handlers,  or  who  wish  to  sell  milk  to  other  handlers, 
can  do  so  at  a constant  handling  charge  in  line  with  the  established 
price  under  the  order. 


In  the  New  York  market  these  handling  charges  on  inter -handler 
transactions  have  been  highly  variable  from  month  to  month  and  from 
year  to  year.  During  the  decade  of  the  fifties  the  highest  monthly 
charge  on  the  open  market  was  $1,  07  and  the  lowest  $-0,  26  per  hun- 
dredweight. This  extreme  variation  occurred  in  a relatively  short 
period  of  time  between  May  1954  and  August  1955  (Figure  10). 
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Figure  10.  Handling  Charges  on  the  Open  Market  (Spot  Market)  New  York-New  Jersey 
Order  Milk,  1951  -62  (dollars  per  hundredweight) 

During  the  1950's  handling  charges  averaged  relatively  high  but  fluctuated  widely 
from  month  to  month.  This  was  in  marked  contrast  to  the  1960's  when  they  were  low 
and  relatively  stable. 


These  open  market  handling  charges  reflect  economic  factors 
which  are  not  included  in  any  of  the  formulae  used  to  determine  the 
order  Class  prices.  When  milk  supplies  are  long  and  it  is  difficult 
to  find  an  outlet  for  it,  a handler  may  be  willing  to  sell  it  at  a price 
so  low  that  he  may  not  even  recover  the  Class  price  plus  the  cost  of 
transportation,  let  alone  remuneration  for  first  plant  handling.  In 
such  cases  the  handling  charge  is  negative.  On  the  other  hand,  when 
supplies  are  short  or  handlers  have  definitely  committed  their  milk  to 
specific  outlets,  New  York  City  distributors  have  sometimes  paid  rel- 
atively high  handling  charges  above  the  Class  price  in  order  to  obtain 
milk  to  supply  to  their  customers. 
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Handling  charges  are  highly  variable  and  reflect  supply  and 
demand  factors,  some  are  seasonal  and  some  reflect  the  relative 
profitableness  of  surplus  operations . In  the  last  15  years  they  have 
varied  on  an  annual  basis  between  a high  of  $0.  45  and  a low  of  $0.  07. 

These  open  market  handling  charges  are  taken  into  consideration 
by  both  buyers  and  sellers  in  making  annual  contracts.  The  handling 
charges  in  the  annual  contracts  tend  to  follow  those  on  the  open  market. 


Relationship  between  Cream -Powder  Margins 
and  Handling  Charges 


There  was  a high  degree  of  relationship  between  the  cream- 
powder  margins  and  the  handling  charges  obtained  on  the  open  market. 
When  the  cream-powder  margin  was  high,  the  handling  charge  was 
also  high.  On  the  other  hand,  when  the  cream -powder  margin  was  low, 
the  handling  charge  was  also  low  (Figure  11).  During  the  14-year  pe- 
riod 1949-62,,  approximately  84  percent  of  the  variation  in  the  handling 
charge  was  associated  with  the  cream  -powder  margin. 

On  the  average  a 10 -cent  change  in  the  cream-powder  margin 
was  associated  with  a corresponding  change  in  the  open  market  hand- 
ling charge  (Figure  11). 

It  is  abundantly  clear  that  when  there  was  a decline  in  the  cream- 
powder  or  butter -powder  margin,  the  first  casualty  was  the  open  market 
handling  charge.  Most  of  the  operating  cooperatives  in  the  New  York 
milkshed  are  single  plant  cooperatives  who  do  not  have  manufacturing 
facilities  and  sell  their  milk  either  on  the  open  market  or  on  annual 
contracts.  Thus,  they  feel  the  effects  of  the  changes  in  surplus  prices 
regardless  of  how  their  milk  is  utilized.  Milk  distributors  who  have 
their  own  country  supplies  of  milk  feel  the  effects  of  very  low  handling 
charges  in  two  different  ways.  First,  if  they  have  surplus  to  sell,  the 
price  they  can  obtain  for  it  is  greatly  reduced.  Second,  their  competi- 
tors can  obtain  milk  either  on  the  open  market  or  on  annual  contracts 
at  less  than  it  costs  to  operate  country  plants.  Thus,  the  distributor 
without  country  plants  has  an  advantage  in  cost  of  milk  for  city  dis- 
tribution. Of  course,  the  reverse  is  true  when  handling  charges  are 
high. 

Thus,  the  pricing  of  surplus  milk  can  have  a marked  effect  on 
the  relative  positions  of  the  two  types  of  operators. 
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Handling  charges  in  the  spot  market  were  high  when  the  cream- 
powder  margin  was  high,  and  low  when  the  margin  was  low. 


Figure  11.  Relationship  between  the  Cream -Powder  Margin  and  the 
Spot  Market  Handling  Charge,  1949-63 


Furthermore,  when  the  margin  on  handling  surplus  is  un- 
usually narrow,  and  proprietary  handlers  cannot  break  even  on 
surplus  operations,  there  is  a marked  tendency  to  force  milk  back 
on  to  the  cooperatives. 

It  is  extremely  difficult  to  price  surplus  so  as  to  treat  all 
handlers  equitably.  The  experience  in  the  Northeast  certainly  indi- 
cates that  we  have  not  yet  solved  the  problem. 


Lehigh  Valley  Decision  and  Northeast 
Order  Amendments 


Probably  no  discussion  on  the  experience  under  federal  orders 
would  be  complete  without  reference  to  the  Lehigh  Valley  and  Suncrest 
Farms  decision  in  which  the  court  stated  that  the  compensatory  pay- 
ments involved  in  the  case  were  not  authorized  by  the  Agricultural 
Marketing  Agreement  Act,  and  constituted  an  illegal  trade  barrier. 
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These  payments  under  the  New  York-New  Jersey  order  were 
applicable  to  non-pool,  milk  which  was  utilized  in  Class  I in  the  mar- 
keting area.  The  rate  of  payment  was  the  difference  between  the 
Class  I price  and  the  surplus  price.  The  effect  of  this  payment 
assured  regulated  handlers  that  unregulated  milk  utilized  for  Class  I 
could  not  be  purchased  at  a price  advantage  relative  to  pool  milk. 

For  an  order  to  work  equitably,  it  must  contain  provisions  which  are 
applicable  to  non-pool  milk  and  which  result  in  pricing  it  on  a com- 
parable basis  with  pool  milk. 

Hearings  were  held  and  the  Department  of  Agriculture  issued 
a Recommended  Decision  on  the  Northeast  orders  June  14,  1963.  The 
Department  has  done  an  excellent  job  in  developing  amendments  to  the 
orders  which  will  make  them  workable  without  the  type  of  compensatory 
payments  involved  in  the  Lehigh  Valley  case.  While  there  may  be  some 
changes  that  will  have  to  be  made  in  the  future,  we  think  the  amendments 
in  the  Recommended  Decision,  with  slight  modifications,  should  go  into 
effect. 


Improvements 


This  Recommended  Decision  provides  for  a much  better  way  of 
handling  shipments  of  milk  between  federal  orders  with  marketwide 
pools  than  is  now  in  effect.  This  is  a big  step  forward. 

Another  improvement  that  has  been  made  in  the  Northeast  is  the 
alignment  of  prices  of  surplus  milk  (with  the  exception  of  bulk  tank 
under  the  New  York  order)  which  became  effective  in  the  10  Northeast 
orders  on  July  1,  1962. 

In  this  paper  on  experiences  under  federal  orders  attention  has 
been  directed  first  to  changes  in  production  and  utilization  of  milk  and 
price  relationships  which  can  be  measured  statistically,  and  second 
to  an  appraisal  of  two  recent  decisions  which  will  have  a marked  effect 
upon  future  experiences. 
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A QUARTER  CENTURY  OF  STATE  REGULATION 


D.  A.  Clarke,  Jr.* 

As  the  last  of  four  speakers  on  the  general  subject  of  industry- 
experiences  under  state  and  federal  milk  orders,  I shall  attempt  to 
avoid  repetition  by  confining  my  remarks  to  those  areas  of  the  pro- 
gram and  its  operations  in  the  state  of  California  that  may  be  different 
from  others  or  even  unique.  In  making  this  statement,  I am  fully 
aware  that  some  of  our  basic  problems  - -particularly  those  evolving 
out  of  excess  production  and  surplus  marketing  facilities  - -are  far 
from  unique,  but  it  is  quite  possible  that  some  of  the  procedures  or 
means  by  which  these  problems  have  developed  may  be  different  in 
some  way. 

In  his  letter  of  invitation,  Professor  Homme  suggested  that  I 
might  first  talk  about  California's  actual  experiences  and  then  give 
my  views  on  the  "right  way"  to  control  milk  prices.  This  carries  two 
inferences:  first,  that  what  is  being  done  in  California  is  wrong;  sec- 

ond, that  I am  smart  enough  to  devise  a "better"  way.  Obviously, 
neither  of  these  inferences  is  correct,  but  I shall  attempt  to  give  you 
some  indication  of  the  nature  and  effects  of  the  California  milk  price 
control  program.  To  do  this,  I shall  discuss  four  topics.  First,  I 
shall  describe  the  present  organizational  framework  of  the  California 
program,  that  is,  the  functions,  the  general  procedures,  and  the  man- 
power requirements  of  the  pricing  agency.  Second,  I shall  review 
some  of  the  results  of  the  operation  of  the  price  control  program,  in 
terms  of  price  behavior  before  and  after  "interference"  as  well  as  in 
terms  of  intermarket  price  comparisons.  Third,  I shall  discuss  our 
special  "problem  areas,  " that  is  to  say,  some  of  the  apparent  direct 
consequences  of  control  to  an  industry  which  has  thus  been  insulated 
from  price  competition.  Finally,  I shall  consider  possible  alternatives 
to  the  present  form  of  regulation.  I hope  you  will  understand  that 
throughout  my  discussion  I shall  be  making  value  judgments  and  offer- 
ing subjective  opinions  rather  than  reporting  the  results  of  objective 
research. 


^Department  of  Agricultural  Economics,  University  of  Cali- 
fornia. 
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Organizational  Framework  of  the  California  Milk 
S t abilization  Program 

As  in  most  areas  throughout  the  United  States,  government  milk 
price  control  in  California  originated  during  the  depression.  At  that 
time,  previously  effective  bargaining  arrangements  had  collapsed  and 
price  wars  were  rampant.  Reportedly,  the  first  efforts  to  achieve 
price  stability  through  public  regulation  were  made  as  early  as  1932. 
Then,  milk  arbitration  boards  were  organized.  These  boards  were 
composed  of  producer  and  distributor  representatives  with  a Depart- 
ment of  Agriculture  official  as  chairman.  Although  they  were  given 
no  statutory  authority  to  determine  and  enforce  prices,  these  boards 
did  in  fact  set  producer  prices  and  endeavored  to  maintain  resale 
prices  by  means  of  negotiation.  This  program  was  temporarily  suc- 
cessful, but  prices  broke  again  early  in  1933.  For  a short  time,  late 
in  1933  and  early  in  1934,  California's  milk  industry  operated  with 
federal  orders. 

The  present  state  program  originated  with  the  passage  of  the 
Young  Act  in  1935  and  the  Desmond  Act  in  1937.  The  first  made  pro- 
vision for  the  setting  of  producer  prices  and  the  second  provided  for 
mandatory  resale  prices  in  all  areas  having  controlled  producer  prices. 
It  was  not  until  1940  or  thereabouts  that  the  mechanism  actually  became 
operable  and  its  legality  sufficiently  tested  in  the  courts  to  permit  active 
regulation. 

The  objectives  of  the  California  Milk  Stabilization  Program  are 
couched  in  familiar  language  as  follows:  (a)  to  insure  an  adequate  and 

continuous  supply  of  pure,  fresh,  wholesome,  fluid  milk.  . . to  con- 
sumers ...  at  fair  and  reasonable  prices;  (b)  to  eliminate  speculation, 
waste,  . . . unfair  and  destructive  trade  practices,  and  improper  ac- 
counting for  milk  purchased  from  producers;  and  (c)  to  bring  about  a 
reasonable  amount  of  stability  and  prosperity  to  the  fluid  milk  industry. 
The  Legislature  inserted  a cautionary  note  with  respect  to  the  interpre- 
tation of  these  objectives,  warning  that  nothing  in  the  law  shall  be 
construed  as  permitting  or  authorizing  the  development  of  conditions 
of  monopoly. 

The  Director  of  Agriculture  is  charged  with  the  responsibility 
for  the  administration  and  enforcement  of  the  Stabilization  Act.  He 
has  at  his  disposal  several  enforcement  procedures,  including:  (a)  in- 

vestigations of  all  transactions  between  producers  and  distributors, 

(b)  access  to  a.nd  authority  to  copy  any  necessary  records,  (c)  the  use 
of  injunctions,  (d)  the  revocation  of  the  licenses  of  distributors  who 
violate  provisions  of  the  Milk  Stabilization  Law,  and  (e)  action  against 
violators  in  both  civil  and  criminal  courts. 
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Within  the  State  Department  of  Agriculture,  an  agency  known  as 
the  Bureau  of  Milk  Stabilization  has  been  designated  to  assist  the  Direc- 
tor in  carrying  out  his  responsibilities  under  the  above  program.  The 
organization  of  this  agency  is  shown  in  Figure  1.  Bureau  headquarters 
in  Sacramento  houses  the  "staff"  officers,  including  the  Chief,  a super- 
visory enforcement  officer,  a supervisory  distribution  cost  analyst,  a 
supervisory  production  cost  analyst,  and  two  milk  economists,  one  of 
whom  is  primarily  concerned  with  problems  of  producer  pricing  and 
the  other  with  resale  price  problems.  Also  located  at  Sacramento, 
under  the  joint  auspices  of  the  Bureau  and  the  California  Crop  and  Live- 
stock Reporting  Service,  is  the  statistical  unit  which  provides  invaluable 
data  on  production,  utilization,  and  prices. 

Five  field  offices  of  the  Bureau  are  geographically  dispersed 
throughout  the  state  and  serve  as  headquarters  for  the  several  field 
officers  attached  to  the  administrative  function  of  the  Bureau.  These 
include  the  accountants  whose  responsibility  it  is  to  make  the  cost  de- 
terminations submitted  at  price  hearings,  the  auditors  who  periodically 
analyze  plant  records  of  producer  payrolls  to  make  sure  that  utilization 
and  producer  payment  practices  follow  authorized  procedures,  and  the 
enforcement  personnel  whose  duties  involve  "policing"  the  resale  price 
provisions  of  the  established  orders.  All  told,  there  are  106  full-time 
employees  of  the  Bureau  charged  with  administering  and  enforcing  the 
milk  pricing  programs  in  California,  and  they  operate  with  a budget  of 
slightly  over  1 l/Z  million  dollars  per  year.  These  funds  are  derived 
from  equal  assessments  made  on  producers  and  distributors  and  are 
currently  set  at  3 mills  per  pound  of  milkfat  in  all  Grade  A milk.  Prior 
to  July  1,  1963,  this  rate  was  2 mills  per  pound  of  fat. 


Price  Effects  of  the  California  Milk  Program 


1 shall  not  bore  you  with  detailed  statistics  on  prices,  price 
movements,  and  relative  prices,  except  to  point  out  that  the  level  and 
movement  of  fluid  milk  prices  in  California- -both  at  the  producer  and 
resale  level- -have  been  quite  comparable  with  those  in  other  parts  of 
the  country.  This  fact  is,  I believe,  amply  demonstrated  by  the  data 
shown  in  Figures  2 and  3.  The  first  of  these  shows  the  relative  move- 
ments of  Class  I prices  in  two  California  markets  (San  Francisco  and 
Los  Angeles)  and  two  northeastern  markets  (New  York  and  Philadelphia). 
Here  it  can  be  seen  that,  with  some  erratic  variation,  the  price  indices 
for  the  two  regions  were  closely  related  until  about  1940.  After  that, 
these  price  relatives  increased  more  rapidly  in  the  California  markets 
than  in  the  Northeast,  although  the  peak  reached  in  California  in  1948 
was  slightly  lower  than  the  Northeast  peak  in  the  same  year.  In  my 
opinion,  the  most  significant  aspect  of  these  price  movements  is  the 
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BUREAU  OF  MILK  STABILIZATION 
Headquarters  Sacramento.  Chief,  L.  C.  Shafer 
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Index  of  L.  A.  Wholesale  Price  Spread 
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lgure  3.  Indexes  of  Price  Spreads  for  Los  Angeles  Wholesale  Milk,  Los  Angeles  Retail  Milk,  United  States 
Retail  Milk  and  Market  Basket  of  Farm  Food  Products  (Farm-Retail  Spread),  1948-1962,  by  Mont 


evident  tendency  since  1959  for  the  gap  between  California  and  North- 
east markets  to  spread,  with  California  prices  increasing  while  the 
Northeast  prices  trended  slightly  downward.  In  Figure  3 an  attempt 
is  made  to  compare  movements  in  milk  price  "spreads"  or  margins 
in  California  with  movements  in  the  price  levels  of  related  items. 
Indices  are  shown  for  four  sets  of  data:  (1)  retail  home -deliver ed 

price  spreads  for  the  Los  Angeles  market;  (2)  wholesale  price  spreads 
for  Los  Angeles;  (3)  retail  price  spreads  for  the  United  States,  based 
on  home -delivered  prices  for  the  average  of  25  cities,  as  reported  in 
the  Fluid  Milk  and  Cream  Report;  and  (4)  farm-retail  price  spreads, 
developed  from  the  "market  basket"  series.  Based  on  changes  from 
the  base  period  of  1957-1959,  both  the  Los  Angeles  retail,  and  whole- 
sale price  spread  indices  have  risen  less  rapidly  than  the  United  States 
retail  milk  price  spread  index.  Both  California  milk  indices  have 
moved  in  general  conformity  with  the  market  basket  index  series  ex- 
cept that  since  1959  the  Los  Angeles  milk  price  indices  have  risen 
more  rapidly  than  the  other  series. 


Problem  Areas 


As  in  other  parts  of  the  country,  the  most  important  problems 
facing  California  producers  are  those  which  arise  from  surplus  milk 
supplies.  Probable  causes  for  these  excesses  include  technological 
developments  which  lead  to  economies  of  large-scale  production  units 
with  their  consequent  increase  in  milk  production  per  farm.  Coupled 
with  this  is  the  relatively  high  level  of  Class  I prices  which  continues 
to  attract  and  retain  resources  in  milk  production. 

In  California,  an  additional  set  of  problems  is  related  to  pre- 
vailing pooling  procedures  which  call  for  individual  plant  pooling. 

Under  this  arrangement,  producers,  who  may  be  identical  in  all  other 
respects,  receive  different  net  farm  returns  when  they  ship  to  differ- 
ent plants  having  dissimilar  utilization  patterns.  Superimposed  upon 
this  procedure  is  the  required  use  of  a contract  between  any  distributor 
and  each  producer  from  whom  he  purchases  milk.  Each  contract  must 
state  the  quantity  of  milk  to  be  purchased  for  any  period  as  well  as  the 
portion  of  this  quantity  for  which  the  producer  will  be  guaranteed  Class  I 
payment.  The  first  of  these  quantities  has  become  known  as  the  "con- 
tract, " while  the  latter  is  commonly  termed  the  "Class  I guarantee.  " 

Two  basic  procedures  have  been  developed  in  conjunction  with 
these  contracts.  First,  payment  is  made  according  to  use,  primarily 
on  the  basis  of  contracted  quantities,  and  Class  I payment  is  made 
either  by  use  or  guarantee,  whichever  is  higher.  The  non-Class  I 
uses  are  first  deducted  from  milk  received  above  the  contract  amount, 
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and  this  has  the  effect  of  making  the  contracted  quantity  that  amount 
of  the  total  production  which  becomes  eligible  to  participate  in  the 
Class  I sales  of  any  handler.  (In  this  respect,  the  contract  quantity 
is  similar  in  effect  to  a "base"  or  "quota.  ")  Second,  the  Class  I 
usage  of  any  plant  is  first  allocated  to  the  milk  for  which  Class  I pay- 
ment is  guaranteed.  This  has  the  effect  of  permitting  a distributor  to 
"discriminate"  among  his  producers  (which  may  include  his  own  herd 
production)  by  providing  some  with  favorable  Class  I guarantees. 

Under  these  provisions,  devices  such  as  interest-free  loans, 
gifts,  outright  purchase  of  contracts,  and  others  have  been  used  to 
"buy"  a favorable  milk  contract  with  a distributor.^/  Current  con- 
ditions of  increasing  spreads  between  fluid  milk  and  manufacturing 
milk  prices  and  the  continued  relative  increase  in  surplus  milk  over 
fluid  requirements  have  provided  further  strong  incentives  for  the  use 
of  these  practices.  Recently,  a distributor  testified  to  a legislative 
committee  that  he  had  received  a "loan"  of  $7,  500  from  a producer  in 
return  for  a 300-gallon  contract.  Based  on  current  price  differences 
between  Class  I and  surplus  utilization,  and  assuming  that  the  pro- 
ducer in  question  would  otherwise  have  had  to  sell  his  milk  to  manu- 
facturing outlets,  this  "loan"  could  have  increased  this  producer's 
annual  gross  return  by  $20,  000. 

The  problem  of  "unfair"  practices  is  becoming  increasingly 
critical  particularly  because  the  "burden  of  surplus"  falls  on  a rela- 
tively small  percentage  of  the  milk  producers  of  the  state.  Through 
the  individual  plant  method  of  pooling,  the  incidence  of  this  surplus 
burden  tends  to  be  but  is  not  necessarily  concentrated  geographically, 
since  it  depends  entirely  upon  the  use  of  milk  at  the  receiving  plant 
and  the  availability  of  more  favorable  outlets  to  producers. 

These  conditions  also  provide  a strong  incentive  for  a distributor 
to  create  and  develop  his  own  production  units,  especially  since  current 
procedures  make  it  possible  for  him  to  "discriminate"  among  his  pro- 
ducers by  providing  differential  Class  I returns.  At  the  same  time, 
the  distributor  also  has  the  opportunity  to  establish  his  own  herd  and, 
if  he  so  desires,  to  provide  himself  with  a contract  that  specifies  a 
1 00 -percent -of -production  Class  I guarantee.  Thus,  he  can  take  ad- 
vantage of  the  more  favorable  Class  I price,  while  forcing  his  remaining 
producers  to  provide  him  non-Class  I milk  at  the  surplus  milk  prices. 


I/‘The  1963  Legislature  amended  the  Agricultural  Code  to  specif- 
ically prohibit  certain  of  these  practices  by  making  producers  liable  to 
the  "unfair  practices"  provisions  of  the  law.  This  will  become  effective 
during  September  of  this  year. 
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Along  with  many  other  states  having  similar  milk  pricing  pro- 
visions, California  has  still  other  problems  in  connection  with  sales 
to  military  installations.  Here,  again,  present  pooling  practices 
furnish  a strong  economic  incentive  for  cooperatives  who  operate 
their  own  processing  facilities  to  participate  aggressively  in  the  com- 
petition for  these  bids.  This  incentive  again  stems  from  the  existence 
of  large  surpluses  in  the  hands  of  the  particular  associations  involved. 

As  long  as  milk  sold  to  the  military  will  bring  greater  returns  to  as- 
sociation members  than  the  same  milk  processed  into  manufactured 
products,  the  association's  management  will  be  acting  in  the  members' 
interest  to  make  such  bids. 

Resale  pricing  problems  largely  center  around  three  major  areas: 
those  relating  to  proces sor -retailer  integration,  those  connected  with 
price  differentials  for  the  various  methods  of  distribution,  and  those 
associated  with  store  margins. 

At  the  present  time  there  are  eight  "captive  creameries"  in 
California.  That  is  to  say,  these  are  the  firms  owned  and  controlled 
by  retail  grocery  chains  that  process  and  distribute  their  own  milk 
supplies.  It  is  estimated  that  these  eight  firms  have  an  aggregate 
annual  volume  of  approximately  50  million  gallons,  more  than  16  per- 
cent of  total  wholesale  sales  of  milk  in  the  state.  While  not  implying 
that  such  integration  is  "bad"  per  se,  I am  of  the  opinion  that  the  pri- 
mary incentive  for  this  type  of  integration  has  not  stemmed  from 
economic  or  technological  reasons  but  from  "man-made"  incentives. 

That  is,  they  are  largely  an  outgrowth  of  the  state's  pricing  program. 
Through  the  direct  effect  of  price  setting  of  fluid  milk  and  the  indirect 
effect  of  the  simultaneous  use  of  price  filing  on  products  related  to  fluid 
milk  and  by  the  specification  of  unfair  trade  practices,  virtually  all 
price  and  nonprice  competition  has  been  prohibited.  Until  the  mid- 
1950's,  uniform  minimum  resale  prices  were  set  with  no  provision 
made  for  discounts  or  other  allowances  for  the  differential  cost  involved 
in  serving  different  types  or  sizes  of  delivery.  As  would  be  expected, 
this  flat  pricing  procedure  of  the  control  program  brought  on  further 
pressures.  Obviously,  since  unit  delivery  costs  are  lower  for  a large 
volume  than  a small  volume,  the  uniform  minimum  price  set  by  the 
state  was  almost  certain  to  be  less  than  adequate  to  cover  the  costs  in- 
volved in  serving  smaller -than-average  stops  and  more  than  adequate 
for  larger -than-average  stops. 

This  uniform  resale  price  system  had  two  basic  defects.  In  the 
first  place,  it  served  to  reduce  the  efficiency  of  the  milk  distribution 
system.  In  the  absence  of  a price  deterrent,  the  customer  - -particularly 
the  grocery  store--was  under  pressure  to  divide  his  trade  among  several 
distributors  in  order  to  take  advantage  of  whatever  consumer  brand 
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preferences  might  exist.  These  split  stops,  also  observed  in  home 
deliveries,  naturally  reduce  the  average  volume  of  delivery  in  the 
market  and  increase  distribution  costs. 

The  second  defect  of  the  flat  pricing  system  was  reflected  in  the 
elaborate  practices  which  grew  up  by  which  wholesale  customers  be- 
came attached  to  particular  milk  distributors.  The  vertically  integrated 
captive  was  the  principal  device  used  as  a.  substitute  for  a price  incen- 
tive. It  took  the  form  of  an  attachment  between  the  milk  company  and 
the  more  attractive  (low  cost)  of  the  wholesale  customers  in  such  a way 
that  the  profits  derived  from  the  economies  obtained  from  sales  to  these 
customers  could  be  ’’captured.  " 

By  the  mid-1950's,  when  these  defects  had  become  clearly  evident, 
a provision  for  volume  pricing  was  incorporated  in  the  state  milk  price 
control  program.  This  change  and  a "limited  service”  rebate  provision 
adopted  in  the  early  19f>0's  have  probably  helped  to  reduce  some  of  the 
"man-made”  incentives  toward  produc er -retailer  integration.  How- 
ever, there  is  no  question  that  conventional  distributors  continue  to  be 
threatened  by  inroads  on  their  volume  through  the  continued  development 
of  new  captives  and  the  further  growth  of  existing  integrated  firms. 

The  California  law  also  provides  for  differential  resale  prices 
according  to  different  methods  of  distribution.  These  distribution 
methods  are  distinguished  primarily  by  the  degree  of  services  asso- 
ciated with  the  product.  Under  home  delivery,  relatively  small 
deliveries  are  made  to  the  consumer’s  doorstep.  Wholesale  trans- 
actions normally  involve  relatively  large  deliveries  to  a customer, 
usually  for  resale  to  the  ultimate  consumer.  The  milk  depot  eliminates 
delivery  service  from  the  processing  plant  to  the  retail  outlet,  for  the 
housewife  purchases  her  milk  supply  directly  at  the  processing  plant. 

The  cash-and-carry  method  also  eliminates  the  farm -to -plant  transpor- 
tation service,  for  milk  is  processed  and  sold  directly  at  the  production 
unit  or  dairy  farm. 

Substantial,  problems  have  developed  in  many  markets  as  a result 
of  the  price  differentials  among  these  alternative  distribution  methods. 
Quite  naturally,  when  price  competition  is  effectively  eliminated  through 
the  use  of  minimum  resale  prices,  any  outlet  whose  minimum  is  below 
that  of  competing  types  of  distribution  may  be  considered  to  have  a 
"competitive  advantage.  ” In  many  instances,  dairy  drive-in  and  cash- 
and-carry  operations  compete  directly  with  grocery  stores  located  in 
the  same  neighborhood.  As  a result,  those  firms  which  employ  a dis- 
tribution method  requiring  a high  resale  price  seem  to  suffer  an  unfair 
disadvantage  - -one  which  increases  as  the  magnitude  of  the  differential 
widens.  On  the  other  hand,  those  firms  who  offer  a more  limited 
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"product-service  mix"  contend  that  since  their  distribution  method 
can  be  performed  at  a lesser  cost  a lower  price  is  justified. 

Finally,  in  addition  to  providing  for  minimum  producer  prices 
and  prices  to  be  paid  processors  by  their  customers,  the  milk  pricing 
agency  of  California  is  required  to  establish  the  levels  at  which  milk 
can  be  sold  to  store  customers.  In  other  words,  the  state  also  is 
charged  with  the  responsibility  of  establishing  the  "markup"  on  fluid 
milk  sold  by  groceries. 

The  law  specifically  provides  that  store  margins  must  be  estab- 
lished in  relation  to  the  cost  of  handling  milk  incurred  by  stores.  In 
the  absence  of  the  necessary  cost  data,  the  pricing  agency  is  directed 
to  set  prices  for  milk  on  the  basis  of  the  average  selling  cost  for  all 
items  in  the  stores.  The  difficulties  associated  with  making  such 
specific  cost  determinations  are  obvious,  since  supermarkets  carry 
thousands  of  items,  many  of  which  have  costs  in  common.  As  a result, 
the  Bureau  of  Milk  Stabilization  has  accepted  the  average  cost  of  doing 
business  as  its  criterion  in  setting  store  prices  for  milk. 

Unfortunately,  not  all  stores,  various  as  they  are,  can  possibly 
have  the  same  average  costs  of  doing  business.  The  cost  structure  of 
a large -volume  supermarket  very  likely  differs  substantially  from  that 
of  a small,  neighborhood  grocery.  In  addition,  some  stores  continue 
to  provide  costly  services  such  as  delivery  and  credit,  whereas  others 
operate  on  the  principle  of  minimum  service.  Under  such  widely  dif- 
fering cost  conditions,  pricing  milk  on  the  basis  of  "average"  costs 
often  means  that  the  average  cost  figures  used  undoubtedly  fail  to  re- 
flect the  actual  cost  of  any  store.  Instead,  they  probably  are  higher 
than  necessary  to  cover  the  cost  of  some  and  much  too  low  to  cover 
the  costs  of  others.  As  a consequence,  in  order  to  return  an  adequate 
margin  to  small-volume  retail  outlets,  out-of-store  milk  prices  have 
been  established  at  levels  which  provide  more  than  adequate  returns  to 
the  large  (usually  highly  efficient)  supermarkets.  In  essence,  there- 
fore, the  pricing  agency,  through  its  procedures,  is  "forcing"  low- 
cost,  large -volume  supermarkets  to  take  abnormally  high  profit 
margins  on  fluid  milk,  since  they  are  unable  to  pass  on  to  the  ultimate 
consumer  the  savings  realized  as  a result  of  their  volume. 


Alternative  Possibilities 


Within  the  present  provisions  of  California's  milk  stabilization 
law,  there  appears  to  be  limited  power  to  solve  any  of  the  problems 
outlined  above.  I am  convinced  that  the  solution  of  these  problems  will 
not  be  found  by  inducing  existing  firms  to  resist  the  economic  pressures 
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for  expansion  nor  in  devices  designed  to  force  them  to  curtail  produc- 
tion. In  my  opinion,  the  ultimate  solution  lies  in  eliminating  excess 
capacity,  both  in  production  and  distribution  facilities,  by  forcing 
resources  out  of  the  fluid  milk  industry.  Firm  numbers  should  be 
reduced  and  each  firm  should  be  permitted  to  take  advantage  of  any 
available  scale  economies.  Obviously,  this  solution  will  require  the 
use  of  government  fiat  to  force  firms  out  of  busines s - -hardly  a popular 
activity.  It  must  be  observed,  however,  that  the  current  problems 
arising  out  of  excess  capacity  are  essentially  the  same  problems  which 
originally  created  the  need  and  demand  for  a milk  pricing  program  in 
the  thirties.  They  are  the  very  problems  with  which  the  pricing  agen- 
cies have  had  to  deal  throughout  the  intervening  years,  and  which  they 
will  undoubtedly  continue  to  face  in  the  future. 

It  should  be  apparent  that,  within  the  limited  time  available  to  me, 

I have  concentrated  attention  to  the  negative  aspects  of  our  control  pro- 
gram. There  have,  of  course,  been  beneficial  aspects  also.  On  overall 
analysis,  it  can  hardly  be  denied  that  milk  control  in  California  has 
resulted  in  price  stability- -both  at  the  producer  and  at  the  resale  level. 
One  must  also  conclude  that  the  dairy  industry  in  California  has  achieved 
economic  strength.  By  this,  I mean  that  efficient  firms  have  been  able 
to  operate  and  earn  a reasonable  return  on  investment  and  have  been 
quick  to  adopt  new  products  and  new  technology,  and  this  has  been  ac- 
complished without  "gouging"  the  customers.  At  least,  available 
statistical  information  shows  no  evidence  that  either  prices,  "spreads,  " 
or  profits  over  the  period  of  state  regulation  are  greater  in  California 
than  they  are  in  other  markets  without  such  controls.  Yet,  we  find 
that  the  very  program  that  has  provided  this  type  of  protection  to  both 
industry  and  consumers  has  nevertheless  failed  to  solve  (and  perhaps 
has  even  aggravated)  numerous  other  problems. 

What  in  fact  can  we  reasonably  expect  price  control  to  accomplish? 
In  my  opinion,  when  intelligently  administered,  price  control  can  be  used 
effectively  to  eliminate  price  instability.  Except  for  some  "fringe  bene- 
fits"--such  as  better  market  statistics  and  information- -this  is  the  only 
thing  that  price  control  can  be  expected  to  accomplish.  If  the  system 
is  to  stand  the  test  of  time,  it  cannot,  for  example,  guarantee  a profit 
to  all  members  of  the  industry  at  all  times  nor  can  it  guarantee  protec- 
tion to  any  particular  group  of  firms  doing  business  in  a particular  way. 
In  spite  of  the  normal  temptation  to  use  it  for  this  purpose,  price  control 
cannot  effectively  preserve  the  "status  quo.  " 

It  is  unnecessary  to  point  out  that  conditions  affecting  milk  mar- 
keting are  constantly  changing  or  that  individual  firms  must  be  always 
alert  and  ready  to  meet  the  challenge  of  changing  conditions.  It  may 
be  necessary,  however,  to  attempt  to  forcibly  drive  home,  to  some  at 
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least,  the  fact  that  price  regulatory  procedures  must  be  sufficiently 
flexible  to  cope  with  the  dynamic  nature  of  the  industry. 

In  California,  and  throughout  the  nation,  there  is  the  basic 
question  of  who  is  responsible  for  making  price  control  effective  and 
for  bringing  about  the  needed  flexibility.  Here  it  seems  to  me  the 
answer  is  plain.  The  industry  under  regulation  is  itself  responsible 
for  control.  The  industry,  and  the  industry  alone,  brought  about  and 
developed  the  type  of  control  that  now  exists.  To  be  sure,  intelligent 
administration  and  enforcement  of  these  programs  by  the  agency 
charged  with  this  responsibility  are  highly  important  ingredients.  The 
industry  in  California  has  been  most  fortunate  in  the  kind  of  adminis- 
tration it  has  received.  However,  the  regulatory  agency  can  only 
administer  and  enforce  laws  as  passed  by  the  Legislature  and  inter- 
preted by  the  Attorney  General's  office.  It  can  propose  changes,  but 
it  cannot  make  them  effective  - -at  least,  not  without  industry  support. 
Since  the  industry  must  bear  this  responsibility,  it  is  of  utmost  im- 
portance that  its  members  review  the  law  and  associated  provisions 
periodically.  On  frequent  occasions  they  should  raise  the  following 
questions:  (1)  What  can  be  accomplished,  and  what  is  actually  being 

accomplished,  under  state  price  control?  (2)  Is  it  important  that  we 
accomplish  these  objectives?  (3)  Are  we  depending  upon  milk  price 
regulations  to  accomplish  objectives  that  cannot  be  solved  in  this 
manner  ? 

In  conclusion,  I should  like  to  discuss  an  alternative  "theory"  of 
government  milk  price  control- -one  which  is  by  no  means  original  with 
me.  Milk  control  in  California  (and  in  many  other  areas)  has  been 
operating  under  the  general  pricing  theory  that  the  "minimum  prices" 
established  are  also  the  maximum  prices.  In  other  words,  they  are 
the  prices.  As  the  prices  that  are  actually  in  effect,  they  necessarily 
become  subject  to  all  of  the  forces  of  economic  pressures  when  they  in 
some  way  move  "out  of  line"  - -either  with  respect  to  level  or  with  re- 
spect to  differentials.  I should  like  to  suggest  an  alternative  theory  by 
which  the  pricing  agency  would  be  authorized  to  establish  "true  mini- 
mum" or  "stop-loss"  prices.  These  prices  would  be  set  at  levels  high 
enough  to  prevent  disastrous  price  wars  and  chaotic  marketing  condi- 
tions. On  the  other  hand,  with  limited  exceptions,  they  would  be  below 
actual  selling  prices.  Such  prices  might  (although  not  necessarily)  be 
related  to  the  costs  of  the  most  efficient  firms  in  the  milkshed.  Essen- 
tially, it  would  be  left  to  the  expert  opinion  of  price  administrators  to 
determine  prices  below  which  selling  prices  could  not  fall  within  any 
given  market  without  having  a serious  long-run  impact  on  the  ability  of 
the  industry  to  serve  that  market. 
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The  job  of  establishing  appropriate  price  levels  and  price  dif- 
fer entials  - -at  the  producer  level,  as  well  as  among  different  types  of 
distribution  systems,  between  different  sizes  and  types  of  customers, 

and  others  - -would  be  left  to  the  industry,  just  as  it  is  when  prices  are 

2 / y J 

not  administered.—' 

In  this  manner,  the  industry  could  regain  a substantial  part  of 
their  presently  delegated  freedom  to  set  their  own  selling  prices.  At 
the  same  time,  it  could  retain  protection  against  violent  price  fluctua- 
tions and  against  the  outbreak  of  disastrous  price  wars. 


2 / 

— This  is  not  essentially  the  same  procedure  and  principle 
involved  in  the  negotiation  of  producer  premiums  in  markets  admin- 
istered by  state  and  federal  orders.  To  the  extent  that  producers  or 
distributors  could  obtain  and  maintain  "market  power,  " they  would, 
under  the  suggested  system,  be  in  a position  to  exercise  that  power-- 
at  least  until  precluded  from  doing  so  by  some  agency  such  as  the 
Justice  Department  or  Federal  Trade  Commission. 
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LUNCHEON  ADDRESS 


E.  G.  Nourse* 


As  I conceive  my  role  in  this  admirable  Milk  Policy  Forum,  it 
is  to  pronounce  the  benediction  as  we  leave  for  our  separate  tasks  and 
our  individual  problems,  A benediction  is  defined  as  "an  expression 
of  blessing  or  good  wishes,  " and  I certainly  am  moved  to  express  an 
economist’s  blessing  on  both  the  purpose  and  the  performance  of  this 
meeting  and  all  good  wishes  for  still  more  successful  and  more  har- 
monious milk  marketing  relations  in  this  area  as  a result. 

The  various  speakers  have  probed  into  many  particular  aspects 
of  the  milk  industry  of  the  Southeast  region.  This  has  been  done  under 
the  general  heading  of  Milk  Policy,  and  I want  to  endorse  the  use  of 
that  term  and  make  a few  terminal  comments  on  what  it  seems  to  me 
to  connote,  both  for  private  business  agencies  and  for  the  public 
agencies  of  education  and  regulation.  The  word  "policy"  indicates  an 
intellectual  approach  to  business  and  economic  problems.  This  ap- 
proach is  not  satisfied  with  habit  and  custom,  on  the  one  hand,  nor, 
on  the  other  hand,  does  it  look  to  group  power  to  force  market  gains 
or  to  political  influence  to  gain  favored  treatment  or  financial  gratu- 
ities. Instead,  it  aspires  to  develop  both  better  structures  and  better 
practices  for  the  intelligent  administration  of  the  affairs  of  its  mem- 
bers as  a coordinated  group. 

The  milk  industry  of  the  Southeast  states  is  not  as  old  as  that 
of  the  Northeast  or  the  North  Central  states,  but  it  is  growing  fast 
and  has  a still  bigger  future  before  it.  That  will  mean  growth  of  your 
dairy  cooperatives  and  closer  articulation  of  this  region  into  the 
national  system  of  milk  marketing  orders.  Dr.  Homme,  in  inviting 
me  to  meet  with  you  today  said:  "The  South  is  limited  in  experience 

of  the  Federal  Order  Program"  and  so  he  drafted  half  a dozen  speakers 
from  Cornell,  Purdue,  and  Louisiana  State,  from  New  York  City,  Wash 
ington,  and  even  as  far  away  as  California.  Four  of  us  --  Vial,  French 
Clarke,  and  myself  --  served  on  Secretary  Freeman's  Federal  Milk 
Order  Study  Committee,  which  made  the  most  thorough  analysis  thus 
far  of  what  we  called  a "unique  marketing  institution.  " Without  com- 
mitting my  fellow  members,  I want  now  to  touch  on  what  seem  to  me 
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the  highlights  of  that  structure  and  of  the  practices  which  would  em- 
body a sound  milk  policy  for  this  section  as  part  of  a national  dairy 
industry. 

Federal  milk  orders  constitute  a complex  nationwide  structure, 
animated  by  a national  public  policy.  Its  full  success  depends  upon 
regional  and  local  policies.  The  question  for  North  Carolina  and  the 
Southeast  is  to  adopt  policies  to  follow  in  effectuating  that  overall 
economic  policy  with  maximum  long-run  benefit  to  our  dairy  pro- 
ducers. 

The  architecture  of  this  milk  industry  structure  is  of  the 
split-level  type.  On  the  foundation  level  is  the  individual  farmer 
whose  free  enterprise  is  fully  protected.  He  makes  his  own  deci- 
sions as  to  how  to  run  his  farm  and  how  much  milk  to  produce.  But-- 
at  a second  level- -he  is  served  and  protected  by  his  cooperative  that 
makes  him  part  of  a marketing  unit  of  size  and  character  compatible 
with  modern  technology  and  commercial  developments.  At  this  second 
level  also  is  the  collective -bargaining  mechanism  that  links  producer 
cooperative  associations  with  commercial  handlers.  At  the  third  level, 
the  independent  farmers  and  the  group  marketing  agencies  which  they 
have  set  up  are  coordinated  into  a nationwide  apparatus  of  ’’orderly 
marketing"  which  is  a consistent  development  of  the  concept  of  the 
early  local  milk  cooperatives,  vigorously  up-dated  in  the  light  of  tech- 
nological progress  and  the  advance  in  economic  and  political  thinking. 

I assume  that  nothing  need  be  said  about  the  nature  of  technologi- 
cal progress  which  has  taken  place  and  is  still  going  forward  on  the 
farm,  in  transportation,  and  in  milk  plant  operation,  processing,  and 
packaging.  It  is  of  the  economic  theory  of  milk  marketing  orders  and 
our  current  philosophy  of  public  administration  that  I shall  presume  to 
speak.  I will  dispose  of  the  latter  aspect  quite  briefly  and  get  back  to 
my  professional  bailiwick  as  an  economist. 

The  political  system  laid  down  by  the  Founding  Fathers  had  free- 
dom as  its  bedrock  --  freedom  of  speech,  of  religion,  and  of  business 
association.  Thar  included  --  indeed  headlined  --  freedom  of  economic 
enterprise.  In  our  pioneer  stage  this  meant  individual  free  enterprise. 
In  the  nineteenth  century  this  doctrine  gave  larger  place  to  freedom  of 
group  enterprise  --as  exemplified  by  the  business  corporation  and  its 
counterpart,  the  cooperative  association,  and  by  the  labor  union.  The 
political  doctrine  of  freedom  in  business  spawned  Big  Business  and  Big 
Labor  and  posed  the  continuing  problem  of  reconciling  the  efficiencies 
of  size  with  the  rights  of  the  individual  and  the  claims  of  both  with  the 
claims  of  that  amorphous  but  ultimate  entity  "the  Public.  " Thus  the 
traditional  political  tenet  of  free  private  business  enterprise  came  to 
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be  increasingly  paralleled  by  assertions  of  and  recognition  for  public 
economic  enterprise.  In  other  words,  if  the  free  enterprise  of  indi- 
viduals or  of  groups  having  special  interests  fails  to  achieve  reasonably 
full  use  of  our  productive  resources  or  reasonably  equitable  distribution 
of  the  fruits  thereof,  we  the  people  assert  our  right  to  exercise  our 
freedom  of  public  enterprise  to  activate  and  regulate  some  part  of  the 
economic  process. 

The  milk  marketing  order  system  is  an  extremely  interesting 
economic  expression  of  this  political  democracy.  Technological  de- 
velopments force  the  organization  of  the  milk  business  beyond  the  lines 
of  the  individual  farm  and  the  local  community  to  achieve  "order"  in  the 
milkshed,  in  the  region,  and,  eventually,  over  the  nation.  The  milk 
marketing  section  of  the  Marketing  Agreements  Act  of  1937  is  an  ideal- 
istic statute.  It  responds  to  the  consumer's  demand  or  need  for  an 
adequate  and  dependable  supply  of  pure  and  wholesome  milk  and  to  the 
producer's  demand  for  full  and  equitable  access  to  all  technologically 
and  economically  available  markets.  It  is  an  expression  of  our  belief 
in  competitive  free  enterprise,  our  aversion  to  monopoly,  and  our 
respect  for  government  as  a servant  of  the  whole  people. 

The  economic  philosophy  or  goal  of  the  milk  order  system  was 
set  forth  by  the  Federal  Milk  Order  Study  Committee  in  its  report  to 
Secretary  Freeman  last  year.  In  a section  entitled  "Cooperation  as 
the  Way  of  Economic  Adjustment,  " the  committee  said: 

The  enduring  essence  of  what  economists  and  businessmen 
have  learned  about  the  nature  of  economic  equilibrium  in 
the  dynamic  terms  of  "growth  and  stability"  £the  national 
goals  declared  in  the  Employment  Act  of  194bT[|  may  be 
summed  up  in  the  single  word  competition.  Freedom  of 
business  enterprise  and  freedom  of  movement  between 
markets  are  the  hemispheres  of  this  global  idea  of  com- 
petition. With  such  freedom,  producers  can  embrace  the 
most  profitable  opportunities  they  can  discover-~or  cre- 
ate. Then  also,  consumers  will  have  access  to  the  best 
and  most  economical  source  of  want  satisfaction,  dis- 
tributors will  have  profit  incentives  to  find  the  most 
economical  sources  of  supply  and  create  the  most  effi- 
cient means  of  reaching  them  and  serving  users,  and 
the  nation's  resources  will  be  allocated  to  the  most 
desirable  uses. 

The  Secretary  of  Agriculture,  through  the  Milk  Marketing  Order 
Division  of  the  Agricultural  Marketing  Service,  undertakes  to  discover 
a price  basis  for  each  order  market  that  will  truly  reflect  supply  and 
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demand  conditions  in  that  area,  coordinated  with  price  minimums  in 
related  markets  according  to  their  supply  and  demand  conditions.  The 
purpose  is  to  protect  the  local  producer  group  against  pressure  by 
handlers  or  other  cooperatives  and  at  the  same  time  to  check  the  growth 
of  local  monopolistic  power  to  secure  special  price  advantage.  If  that 
is  done,  the  system  will,  in  view  of  the  Committee,  serve  the  broad 
goal  of  "the  public  interest,  " also  stipulated  in  the  Marketing  Agreement 
Act  of  1937.  It  is  in  the  best  interest  of  the  economy  that  there  be  a 
flexible  system  of  s elf -adj ustment  in  productive  use  of  resources  in  our 
enterprise  system  --  in  J.  M.  Clark's  words,  to  promote  and  safeguard 
"competition  as  a dynamic  process.  " 

Now  let  us  turn  from  this  ideal  but  vital  aspect  of  the  order  sys- 
tem to  some  very  practical  matters  of  application  which  are  present  in 
every  order  and  which  are  in  a very  controversial  stage  at  the  present 
time.  Real  competition  implies  free  movement  of  supplies  among 
markets,  and  the  Marketing  Agreement  Act  stipulates  that  the  orders 
shall  not  impose  a barrier  to  such  movement.  At  the  same  time,  the 
Committee  recognized  that  there  are  as  matters  both  of  efficient  opera- 
tion and  of  equity  to  parties,  certain  "justifiable  shelters"  against 
market  raiding  by  unregulated  handlers,  and  confiscation  of  investments 
and  disruption  of  established  operating  relations  of  units  within  a regu- 
lated area. 

Now,  "justifiable  shelter"  is,  I believe,  a very  sound  concept,  but 
it  certainly  is  not  a term  of  precise  and  unequivocal  meaning.  There  is 
a strong  human  tendency  to  inject  into  milk  orders  sheltering  provisions 
which  are  not  justified  under  true  competition  but  which  would  have  the 
interest  or  effect  of  insuring  special  treatment  to  some.  These  attempts 
lead  both  to  complexities  for  the  market  administrators  and  to  litigation. 
And  they  pose  a practical  dilemma  for  the  further  success  of  this  poten- 
tially splendid  marketing  system.  Are  milk  producers  ready  to  use  the 
good  offices  of  their  government  through  a national  milk  order  system 
made  workable  and  efficient  by  wholeheartedly  practicing  the  coopera- 
tive principle  of  "equitable  association"  and  the  distinctive  mechanism 
of  pooling?  Or  are  they  going  to  fight  rear -guard  actions  against  sup- 
ply and  demand  equilibrium  and  use  the  hearing  procedure  to  get 
acceptance  of  all  sorts  of  differential  provisions  that  make  orders 
cumbersome,  costly  in  administration,  and  provocative  of  continual 
litigation,  re-hearings,  and  friction  on  the  marketing  and  production 
process  ? 

I urge  you,  as  your  region  becomes  more  intimately  involved  in 
the  order  system,  to  be  mindful  both  of  the  high  potentialities  of  that 
system  and  of  the  internal  danger  to  which  it  is  vulnerable,  and  that 
you  will  not  let  desire  for  specific  advantage  be  a brake  on  general 
improvement. 
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SUMMARY 


Henry  A.  Homme* 


This  conference  on  milk  policy  is  noteworthy  for  several 
reasons . 

It  is  the  first  time  that  milk  producers  and  milk  dealers  in 
the  entire  South  Atlantic  area  have  sat  down  together  to  discuss 
mutual  problems. 

It  is  the  finest  battery  of  talent  in  the  milk  policy  field  which 
has  ever  been  assembled  in  this  area. 

It  is  the  first  commodity  conference  sponsored  by  the  Agri- 
cultural Policy  Institute. 

It  is  not  an  action  conference.  But  the  basic  ideas  presented 
by  the  distinguished  visitors  from  other  areas  will  certainly  be  topics 
for  discussion  in  our  local  arenas  of  milk  policy. 

Here  in  the  South  Atlantic,  we  are  isolated  somewhat  from  the 
rest  of  the  United  States  by  a huge  mountain  chain.  Production  con- 
ditions are  similar  over  much  of  the  area.  These  states  all  have 
some  sort  of  regulatory  legislation.  All  are  different,  both  in  scope 
and  concept.  But  all  are  similar  in  some  respects.  One  important 
similarity  is  that  they  depend  on  industry  agreement  to  decide  on  the 
marketing  areas  placed  under  control,  the  trade  practices  that  should 
be  prohibited,  and  the  class  price  levels.  In  these  areas,  producers 
and  dealers  have  reason  to  act  as  one  industry.  Regulation  in  this 
area  is  essentially  a self-imposed  regulation.  This  is  in  contrast  to 
federal  order  areas  where  a vote  of  producers  imposes  regulation  on 
dealers . 

Dr,  Roberts,  Dr.  Aplin  and  Dr.  Paulson  have  reviewed  a num- 
ber of  trends  which  are  creating  difficulties  in  the  pleasant  relationship 
which  has  existed  in  the  South  Atlantic  area  between  dealers  and  pro- 
ducers. In  addition,  competitive  pressures  for  sales  have  led  to 
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unwillingness  of  some  dealers  to  abide  with  these  voluntary  compliance 
arrangements  and  to  oppose  trade  practice  regulations  or  resale  prices. 
A number  of  examples  have  been  cited. 

The  result  of  changes  in  produc er -dealer  relationships  and  in- 
creased competition  for  sales  is  a growing  number  of  regulatory 
problems  for  state  milk  control  agencies. 

Yet  the  classified  pricing  structure  is  something  precious  to  be 
preserved.  It  is  part  of  the  strength  of  the  dairy  industry  in  the  United 
States  and  in  the  South  Atlantic.  It  is  in  this  context  that  the  Southeast 
Milk  Policy  Forum  was  conceived. 

'The  forum  originated  last  spring  at  a meeting  of  the  dairy  com- 
mittee at  North  Carolina  State.  Called  in  to  assist  in  planning  were  the 
following,  who  also  served  to  contact  the  industry  in  their  own  states: 

Mr.  A.  J.  Ortego,  Jr.  , Virginia  Polytechnic  Institute 
Mr.  Calvin  Reeves,  Clemson  College 
Mr.  John  S.  Conner,  University  of  Georgia 
Mr.  Ralph  Eastwood,  University  of  Florida 
Mr.  Lowell  Wilson,  Auburn  University 
Mr.  J.  V.  Whitaker,  Executive  Secretary,  N.  C.  Milk 
Commission,  represented  control  agencies 
Mr.  D.  T.  Redfearn,  Coble  Dairy,  and  J.  Everett  Flora, 

Sealtest  Foods,  represented  the  industry,  and 
Dr.  George  L.  Capel,  Mr.  Henry  A.  Homme,  and  Mr. 

J.  D.  George  represented  North  Carolina  State. 

The  program  was  designed  to  reflect  three  subject  areas: 

1.  What  is  the  purpose  of  milk  classification  and  pricing 

as  well  as  other  types  of  regulation;  and  which  objectives 
are  important? 

2.  What  difficulties  are  being  encountered  in  the  current 
control  programs? 

3.  What  ideas  are  available  which  could  improve  control 
programs  ? 

To  maintain  an  academic  atmosphere  removed  from  local  issues, 
outside  speakers  were  obtained  to  present  the  topics  and  their  com- 
ments were  evaluated  by  local  panels.  I hope  that  viewpoints  of  dealers, 
control  agencies,  and  producers  have  all  colored  the  discussions. 
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Frankly,  I am  amazed  at  the  success  of  this  conference.  I was 
amazed  that  people  would  come,  but  after  hearing  the  troubles  of  Mr. 

Ed  Baskin  and  Professor  Ben  Goodale,  I realize  that  you  came  because 
this  conference  was  needed. 

I was  amazed  at  the  quality  of  the  presentations.  Even  though  I 
knew  the  worth  of  most  of  the  speakers,  I believe  they  have  really  ex- 
tended themselves  to  present  ideas  of  value. 

I am  amazed  at  the  tolerance  displayed  here.  At  times  speakers 
have  based  their  remarks  on  a philosophical  framework  which  may  have 
differed  from  your  own.  In  this  situation,  some  remarks  may  appear 
irrelevant,  and  in  intolerant  groups  this  lack  of  communication  and 
understanding  may  lead  to  violent  altercation. 

I thought  we  might  find  some  who  preferred  to  let  sleeping  dogs 
lie --who  believe  that  knowledge  disturbs  the  status  quo.  But  the  thirst 
for  ideas  demonstrated  here  is  creditable  to  the  faculty  of  a great  uni- 
versity. 

So  I am  both  astonished  and  pleased  at  your  approval  of  this 
forum. 

A number  of  topics  have  not  been  adequately  covered  at  this 
conference.  In  my  opinion  not  enough  has  been  said  about  the  joint 
use  of  state  and  federal  orders.  Dr.  Alexander's  paper  was  a very 
significant  one,  since  he  related  the  attempts  in  Louisiana  to  use  both 
programs,  utilizing  the  best  parts  of  each.  This  approach  should  be 
examined  very  carefully  for  the  Southeast  area. 

I do  not  believe  any  of  you  will  argue  that  we  should  hold  back 
technical  breakthroughs  in  technology,  organization  and  products  which 
will  increase  efficiency  in  production,  processing  and  distribution.  But 
we  should  also  consider  the  consumption  side.  Mr.  Baskin  said  a very 
important  word  yesterday  - -availability.  Control  activities  should  not 
hamper  sales,  and  one  reason  for  sales  is  availability.  By  availability 
1 mean  offering  milk  to  customers  in  every  area;  every  form;  tailored 
to  customers  with  desired  service  attached  - -and  always,  milk  of  high 
quality. 

In  thinking  about  follow-up  conferences,  subjects  as  these  come 
to  mind; 

1.  The  need  for  uniform  state  regulations  in  the  states  of 
Virginia,  North  Carolina,  South  Carolina,  Georgia, 

Florida,  and  Alabama.  Although  most  state  laws  permit 
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agreements  with  other  states,  there  are  problems  of 
different  constitutions,  different  laws,  and  the  lack 
of  control  over  interstate  commerce. 

2.  The  failure  of  the  state  control  agencies  to  utilize 
producer  groups  to  handle  such  problems  as  market- 
wide pooling,  diversion  of  surplus  pools  of  milk,  and 
bargaining  for  prices  of  milk  destined  for  military  use. 

3.  The  joint  use  of  state  and  federal  orders.  Although 
costly  to  administer,  such  joint  activities  could  price 
military  milk  at  Class  I prices,  and  establish  control 
over  interstate  trade. 

The  problem  of  cost  allocations,  volume  discounts,  and  other 
trade  practice  problems  would  also  be  interesting  to  explore. 

Let  us  not  consider  this  meeting  an  end.  Rather  it  is  a begin- 
ning. 
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